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Professional Notes. 


Discussion and disputation have always flourished 
in Oxford, and the Incorporated Accountants’ 
Course at New College provided no exception. 
Incight different groups members gathered together 
to interchange in seminar fashion their ideas on 
aspects of accountancy previously dealt with in 
Hall by specialist lecturers. On later pages of 
this issue, following the reports of some of the 
lectures, sammary accounts are given of the dis- 
cussions. ‘These accounts provide in embryonic 
form material for even further investigation 
into the topies covered. During their stay in 
Oxford those attending the Course were also able 
to inspect the accounting system at the office 
of Morris Motors Limited, Cowley. This visit 


Was particularly apt since it followed a lecture on 
The Effect on Auditing of Machine Accounting. 
Another visit to Cowley, for an inspection of the 
works themselves, enabled members to study 
continuous production methods. 


The important lecture on National Finance 
delivered by Professor N, F. Hall at the Oxford 
Course is summarised very briefly on page 393. 
In a later issue of the Journal there will be 
published an article by Professor Hall on this 


subject. 


The Council of the Society of Incorporated 
Accountants has revised the Syllabus of the 
Examinations. The changes are to take effect 
with the examinations held in May, 1940, and will 
be published in the October, 1938, issue of the 
Journal. 


The Government have now recognised the 
justice of a claim which has been urged repeatedly 
without recognition—that an income tax allow- 
ance should be made in respect of children over 
the age of sixteen apprenticed or articled in a 
profession or trade. The relevant Section of this 
year’s Finance Act, Sect. 20, lays it down that 
where the child devotes his whole time to training 
for a period of not less than two years and where 
payments by the employer are not more than 
£13 a year (excluding amounts paid by way of 
return of premium) the allowance applies as it 
would apply if the child were at a school or 
University. This concession will, of course, extend 
to articled clerks in the accountancy profession. 
It will probably, therefore, stimulate the entry of 
new articled clerks into the profession, and we 
may expect the upward movement in the number 
of articled entrants, which in recent months has 
replaced the downward tendency of last year, to 
be emphasised. 


A new clause added to the Finance Act during 
its passage through the Commons gave effect 
to the Chancellor’s promise that he would lighten 
the burden of National Defence Contribution 
falling on the insurance companies. Under the 
Finance Act of last year insurance companies had 
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to bear National Defence Contribution upon the 
income derived from investments not only in the 
life departments (where, however, only the _por- 
tion distributed to shareholders was taxable), but 
also in the non-life departments. Since beyond a 
certain point investments are not an integral part 
of the business of non-life insurance, but corre- 
spond to the reserves of ordinary trading concerns, 
which are not subject to National Defence Con- 
tribution in respect of their investments, the 
insurance offices had a justifiable grievance. 'Phey 
eventually proposed to the Chancellor that if 
they were taxed on income from investments 
whose value was 100 per cent. of annual premium 
income, the basis of chargeability would be 
equitable, since 100 per cent. of premium income 
would represent a reasonable reserve of invest- 
ments for unexpired risks, outstanding claims and 
contingencies, all of which should be adequately 
provided for in the ordinary course of insurance 
business, This would have meant that non-life 
reserves in excess of 100 per cent. of annual pre- 
mium income would have been deemed additional 
reserves comparable with those of a trading con- 
cern and the income on them would have been 
exempt from National Defence Contribution. The 
Chancellor, while accepting the principle of the 
argument, did not agree with the specific basis 
proposed by the companies, but increased the 
relevant proportion from 100 per cent. to 150 per 
cent. of annual premium income. The older 
insurance companies which have been able to 
build up relatively larger reserves than the 
newer companies, will, of course, gain most from 
the concession, which is estimated to cost about 
£150,000 in a full year. 


One technical criticism which was legitimately 
brought against the National Defence Contribu- 
tion, as passed into law last year, was the entirely 
inadequate time limit allowed to a firm in which 
to exercise the option to claim to be treated as a 
company. This time limit was laid down as one 
month from the end of the chargeable accounting 
period, but the limitation was not in fact enforced. 
The de facto position is now made de jure by a 
section in this year’s Finance Act extending the 
time limit to six months from the end of the 
accounting period or to such longer period as the 
Commissioners may allow. It will be remembered 
that the deputation of the Association of British 
Chambers of Commerce which waited on the 
Chancellor earlier this year—and which was led 
by Mr. Henry Morgan, Past President of the 
Society of Incorporated Accountants—asked that 
statutory authority should be given to the 
practice of the Inland Revenue in extending the 
one month’s time limit. 


== 


Another provision of the Finance Act extends 
from two to six months the time from the end of 
the accounting period during which notice 
must be given if the results of a subsidiary com- 
pany are to be amalgamated with those of the 
parent company for purposes of National Defence 
Contribution. Here again the period may be 
further extended by the Commissioners. 


During July the Stock Exchange Committee 
took another forward step in the better control 
of new issue business. For some time past it has 
been clear that the practice of publishing short 
advance notices of new issues, though rarely 
abused, at least opened the door to abuse. Sub- 
Sect. 3 of Sect. 35 of the Companies Act makes it 
unlawful to annex or enclose any form of applica- 
tion for securities with an abridged prospectus, 
But it remained true that certain persons, lazy 
and misguided though they would be, might base 
an application for securities on unsupported 
statements in an abridged notice without troub- 
ling to confirm their first impressions from the 
terms of the full prospectus. 

Even the most scrupulous selection of facts and 
figures from a full prospectus, of course, might not 
convey the whole truth regarding an issue, though 
none of the facts in themselves might be untrue. 
It would, be possible for the unscrupulous to make 
a brave show of tendentious and unqualified 
figures in an abridged prospectus and, relying on 
the inertia of certain investors, to produce a 
deceitful impression. If abridged statements were 
widely published, and the full prospectus restricted 
to a few newspapers, this danger might become 
serious. 


The Committee has therefore given notice that 
in future all abridged prospectuses must be sub- 
mitted to the Share and Loan Department before 
publication, together with the prospectus or draft 
prospectus. They will then be taken into account 
in considering applications for permission to deal 
in the new securities. The abridged statement, 
of course, stipulates that applications for 
shares will be considered only on the basis of the 
full prospectus, but the Committee is right in con- 
sidering the practice as being “ potentially dan- 
gerous, and liable in certain cases to mislead the 
public, especially through the omission of vital 
figures.” Their decision rules out this danger. 
We may assume, as an example, that, in cases 
where accountants have qualified the profits 
figures, a form of qualification similar to that m 
the full prospectus will be found in all abridged 
statements in future. ” 

In itself, the Stock Exchange Committee's 
decision is not of major importance. Fortunately, 
the new issue activity of 1936 and 1937 produced 
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new securities of appreciably higher worth than 
those of the ill-fated boom of the late *twenties. 
But the Committee is undoubtedly to be com- 
mended for its watchfulness, even if it appears to 
go to the point of protecting the fool from his folly. 


There has recently been a pronounced recru- 
descence of interest in unit trusts. Several new 
trusts have been formed during the last month, 
showing again, as was shown in 1935 and 1936, 
that new formations in this sphere follow closely 
upon greater activity of the stock markets. It 
seems that it is now becoming the fashion for the 
provisions of a trust to include positive safe- 
guards against the practice—fortunatcly confined 
to a very small section of the unit trust market— 
whereby yields are shown at inflated figures by 
the distribution of capital. Nevertheless the 
problem of the advertised yields is not yet solved 
to the satisfaction of investors or of the market 
itself. The occurrence of a genuine error of 
calculation in the advertised yield of one new 
unit trust—following which the managers under- 
took to repurchase any units taken by the public 
on the strength of the incorrect yield—has led 
the Economist to suggest that yields might in 
future be certified by an accountant. The 
suggestion has possibilities, though it needs to 
be emphasised that all the accountant could do 
would be to vouch for the accuracy of a yield 
figure for a given period in the past, and to 
certify that, for example, bonuses were excluded 
and no capital distribution was involved. He 
could not, that is, say anything whatsoever, 
directly or by implication, about yields in the 
future. The point is important at a time such 
as the present when it is very doubtful whether 
earings on underlying securities will on the 
average be maintained at the figures which have 
obtained during the last year. The alternative 
proposal that the trustees of the unit trust 
should assume responsibility for the correctness 
of the stated yield widens the functions of the 
trustees to an extent which many of them would 
consider undesirable. 


By the decision of Mr. Justice Lawrence in 
Re Barnes, deceased, debts owing by a person at 
his death cannot be deducted for the purpose 
of estate duty from the sum of gifts inter vivos 
made by the deceased within three years of his 
death. The deceased in this case had, during 
the year prior to his death, made gifts to his 
family to the value of £185,000. When he died 
he was almost penniless and owed over £90,000. 
His widow and executrix appealed from a decision 
of the Commissioners of Inland Revenue to the 
effect that in determining the principal value 


for the purpose of estate duty payable, no allow- 
ance should be made for funeral expenses and 
debts of the deceased. The appeal was dis- 
missed, his Lordship holding that in determining 
the value of an estate (in this case consisting of gifts 
inter vivos), allowance could not be made for debts 
beyond the value of the assets out of which 
the debts were to be met. 

The case of Re Manville Hose Limited, decided 
recently by Mr. Justice Simonds, involved the 
powers of the Registrar under Section 214 of the 
Companies Act, 1929. On the application of the 
liquidator of Manville Hose Limited, a company 
in voluntary liquidation, the Registrar made an 
order under Sect. 214 of the Act requiring a 
director of another company, which held deben- 
tures issued by Manville Hose Limited, to attend 
for examination at the Chambers of the Registrar 
and to bring with him and produce the debentures 
and other documents. The director moved to 
discharge the order, taking exception to that 
part of it which required the production of the 
debentures and documents. 


Mr. Justice Simonds held that rather than to 
attend before the Court and then to refuse to 
produce documents which he had been ordered 
to produce, the proper course for the director 
to take was to test the validity of the order 
in the way he had done. On the question 
whether the order was one which under Sect. 214 
(3) of the Companies Act should have been made, 
his Lordship said he did not propose to determine 
the question, which might well be one of some 
difficulty, whether a director of a company could 
be said to have the custody or power of docu- 
ments belonging to the company of which he 
was director. In this particular case, however, 
the order for the production of documents 
should not have been made, at least until after 
examination of the director before the Registrar, 
when on certain answers being given by the 
examinee the order might have been right and 
proper. “* There are a number of questions to 
be determined, it appears to me, before it can be 
decided that a company against whom a hostile 
claim might be launched should be ordered to 
produce to the Court, for the purpose of their 
examination by the Court, a number of docu- 
ments, a great number of which might be privi- 
leged from discovery.” In the circumstances 
the order was oppressive and the part relating to 
the production of documents would be discharged. 
“It is very important in exercising a jurisdiction 
under Sects 214, which is in any case an in- 
qguisitorial jurisdiction, to be careful not to allow 
the section to be oppressive as between the 
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Company on the one band, and a third party on 
the other hand, against whom it is proposed and 
indeed contemplated that hostile action may be 
taken.” 


Wall Street has reason to fear and respect the 
Securities and Exchange Commission. New York 
brokers have been heard to remark that it is 
easier for a camel to pass through the eye of a 
needle than to satisfy the Commission’s rules. 
Its supervision of new issues, in particular, has 
become very stern—so stern, in fact, that many 
observers have complained that the mere technical 
difficulty of preparing adequate statements and 
accepting responsibility for the minutest detail of 
information has reduced the number of security 
offerings to a minimum. Given less harsh regula- 
tion, they argue, the new capital market would 
have been more active, and the recession less 
severe, 

A copy of the prospectus relating to the issue 
of $100 millions of 3} per cent. debentures of 
United States Steel Corporation has recently been 
received, It is a document of distinct interest to 
accountants. It runs to the length of some 58 
pages (including financial schedules), together 
with four inset maps. This would seem to provide 
detail enough, but in addition the Corporation 
has filed the usual registration statement with the 
S.E.C. in which further matters, such as the re- 
muncration of the directors during 1937 and pay- 
ments exceeding $20,000 to other persons, are 
covered, 


Even those who are inclined to criticise the 
cramped appearance of many prospectuses in this 
country may be inclined to question whether the 
average subscriber would need—or be inclined to 
read—the immense amount of detail which is 
given in the U.S. Steel prospectus. Some of the 
points it brings out are excellent. The front page, 
for instance, warns the reader that the securities 
have been neither approved nor disapproved by the 
S.E.C.—a decision which follows the issue. It 
then compares the total amount subscribable by 
the public with the net amount receivable by the 
Corporation. It also gives the full list of principal 
underwriters, and the amounts of stock which 
they take. There is a summary of litigation now in 
progress affecting the Corporation. There is a 
lengthy historical summary of the growth of the 
Corporation, and the present position, production 
capacities and sales of its larger constituents. 


Twenty of the 58 pages are occupied by financial 
statements, which give the profits, assets and 
liabilities of the parent company, and the con- 
solidated position of the group. The auditors 


— 


report that they have examined these statements, 
and that, in their opinion, on the basis of the 
examination and testing of the accounting records 
of the companies, and in accordance with accepted 
principles of accounting consistently maintained 
during the three years for which the statements 
are given, they fairly present the position of the 
group and the results of its operations. 

This appears to be an adequate report, and 
although necessarily guarded, and subject to the 
interpretation of “* accepted principles of account- 
ing,”’ it is as committal as could well be expected, 
The report of a firm of engineers on certain 
technical statements in the prospectus, however, 
shows much more clearly an endeavour— more or 
less obvious throughout the prospectus—to pro- 
tect themselves against any objections which the 
S.E.C. might raise in the American Courts. Their 
position is defined in a note which is worth quot- 
ing: ‘“* To the extent that such statements, re- 
ferred to in the certificate of Ford, Bacon & 
Davis, Incorporated, constitute statements of fact 
or opinion calling for technical knowledge or skill 
of a member of the engineering profession, and 
to the extent that Ford, Bacon & Davis, Incorpor- 
ated, is qualified to render expert opinion or 
advice with respect to such statements, such 
statements are made on the authority of Ford, 
Bacon & Davis, Incorporated, as an expert.” 

We may, perhaps, hope that this sort of formula 
will never become standard for accountants’ 
certificates. 


THE SHARE-PUSHING BILL. 


The Prevention of Fraud (Investments) Bill, 
which was introduced in the Commons last week, 
will not, of course, come before Parliament 
until next session. But its early publication pro- 
vides an opportunity for professional bodies con- 
cerned to study its provisions. It may be assumed 
that the authorities will not be averse to consider- 
ing representations on the Bill. In its main out- 
line it follows the recommendations of the Bodkin 
Committee, whose report on share-pushing was 
published last August, and, indeed, supplements 
them by seeking a remedy for abuses which have 
arisen from the operation of certain property 
societies registered under the Industrial and 
Provident Societies Acts. 

The Bill has to face the problem of curbing 
abuse without hampering bona fide business. And 
it may be said that it has solved this difficulty 
in all its major provisions. First, it provides that 
licences must be obtained by dealers in stocks and 
shares from the Board of Trade. Two forms of 
licence will be issued, one to principals carry!né 
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on the business, and the other for executive officers 
of the company or partnership concerned. Such 
licences will be valid for only a year, and may 
be refused, or revoked, if the applicant or holder 
fails to provide information relating to himself 
or to his business which the Board of Trade may 
require, or if he has been found guilty of fraud 
or dishonesty, or of discreditable business 
methods. 

But the Bill proceeds to exempt from registra- 
tion dealers in securities who already are subject 
to adequate rules of conduct. Members of the 
London Stock Exchange, or of any other stock 
exchange recognised by the Board of Trade, 
are exempted from registration. Similarly, the 
smaller outside brokers in the provinces—of 
whom, according to the estimate of the Bodkin 
Committee, there may be as many as 800—might 
form an association which the Board of Trade 
would be prepared to recognise. Banking and 
finance houses are also exempted, while “ ap- 
proved trustees of unit trusts and managers of 
authorised unit trust schemes ’’—the two terms 
depend on the definition that an approved trustee 
must have power to undertake such business, and 
must have an issued capital of £500,000—are also 
exempted. 

The licensing exemptions, therefore, limit the 
actual number of prospective licensees to un- 
attached outside brokers, of whom only a minority 
can be regarded as share-pushers. But the new 
penalties which are envisaged for the prevention 
of fraud go far beyond the present provisions of 
the Larceny Act of 1916. These incurred the 
criticism of the Bodkin Committee, for hitherto 
it has been necessary to prove that statements are 
false regarding an existing fact, and no indictment 
could be framed in respect of promises or forecasts 
on the prospective position of a company. The 
Bill proposes that any person who invites another 
to deal for profit in securities, property or commo- 
dities by means of statements which he knows or 
could reasonably be expected to know to be false 
or deceptive, or who dishonestly conceals material 
facts, or makes any promise or forecast which he 
has no reasonable ground for supposing will be 
fulfilled, is liable to penal servitude for seven 
years, 

It remains to be seen how far these stringent 
penalties affect share dealings and new issue busi- 
hess. As the clause stands, it goes far beyond the 
present liability of a broker or of an issuing house. 
Estimates of profits in prospectuses, for example, 
will need to be carefully framed to avoid its penal- 
ties. But its efficacy in preventing the adulation 
of worthless shares cannot be denied. Moreover, 
It has been formulated to control activities 
cognate to share-pushing, such as the operation of 


fraudulent finance and commodity pools. No 
unrecognised or unlicensed dealer may circularise 
the public with invitations to invest in securities, 
property or commodities. Those responsible for 
such activities may either convert themselves into 
an authorised unit trust scheme, or register as a 
company under the 1929 Act and subject them- 
selves to its prospectus provisions. 

Finally, investment trusts and property socie- 
ties registered under the Industrial and Provident 
Societies Acts which are not bona fide co-operative 
societies or conducted mainly for the well-being 
of the working classes, will be required to register 
under the Companies Act. Property societies now 
registered will be permitted to convert themselves 
into companies without payment of capital or 
registration duty, within a period of one year. 

These are the main provisions of the Bill. They 
will obviously arouse much discussion when it 
comes before the House, but their main intention 
is clear, and their terms promise to be effective 
in checking financial abuse. An appreciable degree 
of initiative will reside with the Board of Trade, 
both in defining rules and in securing their 
observance. This will presumably be supported 
by the requisite police co-operation to which the 
Bodkin Committee drew attention. If it is com- 
plained that the licensing system will tend to 
prejudice the small outside broker, who frequently 
combines security dealing with other business, 
the answer is clear. As soon as he joins with his 
fellows in a recognised professional association, 
the Board will be prepared to grant exemption. 
And when this is achieved, the degree of control 
over the remaining outside brokers should be 
complete and effective. 


| 


SHARE TRANSFERS AND 
CONSIDERATION. 

LIMITED companies governed by the Companies 
Act, 1929, have no provision similar to that of 
statutory companies governed by the Companies 
Clauses Act, 1845, which provides that every 
transfer shall be by deed duly stamped, in which 
the consideration shall be duly stated. Limited 
and statutory companies are, however, governed 
by sect. 17 of the Stamp Act, 1891, which 
provides that if any person whose office it is to 
enrol, register, or enter in or upon any rolls, 
books or records any instrument chargeable 
with duty, enrols, registers, or enters any such 
instrument not being duly stamped, he will incur 
a fine of £10. 


In the case of transfers bearing the ad valorem 
stamp, secretaries of companies protect them- 
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selves by ascertaining whether the consideration 
approximately agrees with the market price. 

By sect. 74 of the Finance Act, 1910, any 

conveyance or transfer operating as a voluntary 
disposition inter vivos is chargeable with the like 
stamp duty as if it were a conveyance or transfer 
on sale, with the substitution in each case of the 
value of the property conveyed or transferred 
for the amount or value of the consideration 
for the sale. The Commissioners of Inland 
Revenue may be required to express their opinion 
under sect. 12 of the Stamp Act, 1891, on any 
conveyance or transfer operating as a voluntary 
disposition inter vives, and no such conveyance 
or transfer is to be deemed to be duly stamped 
unless the Commissioners have expressed their 
opinion thereon in accordance with that section. 

In Maynard vy. Consolidated Kent Collieries 
(1903), a transfer to the plaintiff of shares in the 
defendant company was presented for registra- 
tion. The stamp on the transfer was in accord- 
ance with the consideration stated on the face 
of it, but it was discovered that the consideration 
so stated was less than that which had been 
given. The directors thereupon refused to regis- 
ter the transfer. It was held that since a transfer 
not duly stamped according to law would not, by 
reason of sect. 14 (4) of the Stamp Act, 1891, be 
available in a Court of Law either to enforce 
rights of the company against the transferee, or 
to justify an alteration of the register of share- 
holders, the directors were entitled to refuse to 
register the transfer, and that in determining 
whether the transfer was duly stamped they were 
entitled to go behind that which appeared on 
the face of the document. 

An instrument, therefore, is not stamped in 
accordance with the law when the consideration 
is not properly stated and the stamp is in accord- 
ance with an improper statement, and to have held 
that there was no power to go behind the instru- 
ment would be to give no effect to the express 
provisions of the Legislature. In this case the 
Court held directors had to make up their minds 
whether they would accept the transfer. It was 
a serious matter to them, because they kept the 
transfer as a justification for taking the name of 
the transferor off the register and substituting 
that of the transferee. If the matter came to be 
considered in a Court of Law, and if it were proved 
that the consideration was not properly stated, 
the transfer would not be admissible in evidence, 
and the directors would have no justification 
for having taken one name off the register and 
putting another on it. This consideration 
afforded an absolute justification to the directors 
in their refusal to register the transfer. It was 
the duty of the plaintiff to tender a transfer 


which was right in all respects in point of law, 
and this he did not do, and unless he did that 
the company were under no obligation to put him 
on the register. Lord Justice Stirling in this 
case also said that in these circumstances the 
company could not be called upon to register a 
transfer which would not be available to them in 
a Court of Justice, if they were desirous of maki 
use of it either for the purpose of enforcing their 
rights against the transferee or of defending 
themselves if attacked for what they had done 
on the faith of it. 

In an unreported case the Court held, on the 
authority of Maynard’s case, that directors were 
justified in refusing to register transfers which 
purported to be conveyances on sale but in which 
no money had in fact passed. The transfers had 
not been adjudicated and were stamped ls., 
whereas as they were in fact either voluntary 
conveyances inter vivos or conveyances or trans- 
fers ““of any kind not hereinbefore described,” 
the duty chargeable was 10s. The transfers 
were therefore rightly and properly rejected by 
the directors. 


NOTIONAL PAYMENTS OF 
INTEREST FOR TAX PURPOSES. 


ReEcENT decisions on the effect of a notional 
payment of interest for tax purposes would 
appear to have made the law somewhat complex. 

Where interest is payable, for example, to a 
bank on an overdraft, or where it is payable to 
a mortgagee under a mortgage deed, it is not 
unusual to find that unpaid interest has been 
capitalised by addition to the capital sum, which 
thereupon will itself bear interest. 

For this purpose the law makes a distinction 
between bank interest and interest payable 
under a mortgage deed, but this is a distinction 
which in the present state of income tax law, 
following recent legal decisions, has ceased to be 
material. 

The practice of bankers to add unpaid interest 
at the end of each half-yearly period to the 
existing indebtedness of the customer has been 
legally recognised, the bank being treated by the 
Courts as making a fresh advance to the customer 
for the specific purpose of paying the interest. 
The position however is different in the case of 
interest payable under a mortgage deed and the 
cases relating to the practice of bankers in charg- 
ing compound interest have no application to 
mortgage transactions. 

The law was thus stated by Romer (L.J.) 
Inland Revenue v. Lawrence Graham and Co., 
1937, 26 R. and LT., 184. “ Before the 
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repeal of the usury laws a stipulation in a mort- 
deed for payment of compound interest 
would have been illegal except perhaps in the 
case of a mortgage of a reversionary interest, in 
which case there is some ground for thinking 
that even in those days it would have been 
supported. The question whether since the re- 
peal of the usury laws effect would be given to 
such a stipulation in a mortgage, not being one 
of a reversionary interest, has caused some 
difference of judicial opinion... If such a 
stipulation would still be ineffective as between 
mortgagor and mortgagee if the former should 
choose to dispute it, this difficulty would not be 
t over by treating the stipulation as one that 
provided for fresh capital advances being made 
by the mortgagee from time to time. The 
stipulation would not, by being so construed, 
become the less objectionable.” 


While therefore a capitalisation of bank interest 
by addition to the principal sum due, would at 
one time have been regarded for such purposes 
as a payment of that interest (Inland Revenue v. 
Holder, 16 T.C., 540), such a capitalisation of 
interest under a mortgage deed would not be re- 
garded as a payment. This was one of the points 
decided in Inland Revenue v. Lawrence Graham 
and Co., and in so deciding the Court of 
Appeal took the view that the earlier cases of 
Earl of Carnarvon v. Inland Revenue and Marland 
v. Inland Revenue (19 T.C., 455, 467) had been 
wrongly decided. 


But since the decision of the House of Lords 
in Paton v. Inland Revenue (1938, 28 R. and 
LT., 204), the distinction has ceased to be material, 
for Paton’s case decided that where there is a 
capitalisation of any interest there is no “ pay- 
ment’ for tax purposes, the further question 
which arose in Paton’s case, as to whether there 
had been a payment out of profits brought into 
charge, not accordingly falling to be decided. 


In Paton’s case, the House approved of the 
reasoning in Re Jauncey (1926, 1. Ch. 471). 
In this case a provision in a mortgage deed 
provided that whenever interest was in arrear for 
21 days it should be treated as an accretion to 
the capital moneys thereby secured and should 
thenceforth bear interest, and it was contended 
that the interest was to be deemed to have been 
paid so as to affect the meaning of the Real 
Property Limitation Act. Lord Russell, how- 
‘ver, was of the view that such a construction 
would really amount to a travesty of the facts, 
since in the case of such a provision the 
interest is not capitalised because it is in fact 
paid, but is capitalised because it has in fact 
hot been paid. 


The House of Lords however in Paton’s case 
left open the question what would be the 
position when the debit balance including 
interest is paid in the next or succeeding accounts 
either in whole or by a specific appropriation of 
a sum to the unpaid interest. It is submitted 
that in such a case there would be a payment 
which would not relate back to the period during 
which it ought to have been made but which 
would be regarded as being made in the financial 
year in which in fact it was made. 


Where there is a mere capitalisation of interest, 
accordingly, there will be no payment by the 
person liable to pay the interest, so that he will 
not be in a position to contend that for tax 
purposes his total income has been diminished 
by the amount in question. But it would appear 
on the other hand from the decision in Inland 
Revenue v. Lawrence Graham and Co, that 
there may nevertheless be a receipt of the interest 
by the person entitled thereto, and that the sum 
thus received may be not a gross sum but a net 
sum from which tax has been deducted, It 
seems somewhat difficult however to reconcile 
this with the decision in the Paton case, unless 
one is to say that for some purposes of tax law 
a notional payment by capitalisation may be a 
payment, while for others it may not. 


The facts in Inland Revenue v. Lawrence 
Graham and Co. were as follows: Under 
the provisions of a mortgage deed mortgaging 
a reversionary interest to an insurance company, 
on default of payment of any interest the sum 
due and unpaid, less tax, was to be converted 
into a principal sum and added to the amount of 
the loan. Default having taken place,the amount 
of the interest less tax was added to the principal 
at compound interest. Upon a subsequent sale 
by the mortgagees of the security, the solicitor 
who received the purchase money paid over to 
the mortgagee a sum of money representing the 
net interest which had been capitalised in the 
manner stated. 


The question thereupon arose whether the 
solicitors were liable for the tax on the sum paid 
by the solicitors to the mortgagees, the Crown 
contending that on making the payment the 
solicitor had paid interest not payable out of 
profits brought into charge, and that they were 
bound under Rule 21 to deduct tax therefrom 
and that they were assessable in a sum equal to 
the gross amount of the interest. 


The Court of Appeal held that the interest 
could not be regarded as having been paid by 
the borrower out of advances made for the purpose 
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by the mortgagees, and that the principle of 


Inland Revenue v. Holder did not apply. 

But notwithstanding that there had been no 
such payment, the Court of Appeal held that tax 
had nevertheless been deducted as and when the 
capitalisation of the interest took place, and that 
accordingly as the sum paid by the solicitor had 
already suffered tax, the solicitors were not under 
any liability to make any further deduction. 
Thus Romer (L. J.) said :—- “* Rule 21 imposes an 
obligation to deduct out of the interest a sum 
representing the tax thereon. This does not 
necessitate the actual setting aside of cash to 
mect the tax, a deduction in account is sufficient. 
If instead of paying the full amount of the interest 
the debtor pays to his creditor the interest less 
the tax, he has fulfilled his obligation even though 


the payment exhausts his cash in hand, or if 


paid by cheque, leaves nothing standing to his 
credit at his bankers. So long as the net interest 
and no more reaches the hands of the creditor 
the Crown has no cause for complaint. Nor can 
the Crown be concerned with the form in which 
the net interest reaches the hands of the creditor. 
The creditor may if he thinks fit agree to accept 
in full satisfaction of the net amount a bill or 
bond or a chattel provided that the money value 
of what he gets in exchange does not exceed the 
net interest due. If that be so, a mortgagor and 
a mortgagee may validly agree that in the event 
of a failure by a mortgagor to pay the net interest 
as it falls due, the mortgagee will from time to 
time accept in full discharge of the mortgagor’s 
liability to pay it, a capital charge for a like 
amount upon the mortgage security. As and 
when each charge takes effect the tax will have 
been deducted, for the capital charge merely takes 
the place of a payment by the mortgagor of the 
net amount and can never exceed that net 
amount in money value.” 

But how can one say in view of Paton’s case, 
that any such deduction of tax takes place on the 
capitalisation of the net interest, when such 
capitalisation does not constitute payment of the 
interest by the borrower ? 

The decision in Inland Revenue v. Lawrence 
Graham and Co. would appear to raise a 
fresh problem, which the decision of the House 
of Lords in Paton’s case does not effectively solve. 
On any subsequent final settlement of the account 
between mortgagor and mortgagee, there would 
not appear to be any relation back as it were, 
and the payment of interest must be regarded 
as taking place at the date of the final settlement 
and not at the date of the capitalisation of interest. 
If that be so then Rule 21 would apply to the 
payment made upon the later settlement and the 
liability to account to the Revenue would arise. 


Society of Jncorporated Accountants 
and Auditors. 


COUNCIL MEETING. 

A meeting of the Council was held on July 26. There 
were present Mr. Walter Holman (President), Mr. Perey 
Toothill (Vice-President), Mr. F. J. Alban, Mr. C. Perey 
Barrowcliff, Mr. R. Wilson Bartlett, Mr. R. M. Branson, 
Mr. J. Paterson Brodie, Mr. W. Norman Bubb, Mr. Tom 
Coombs, Mr. W. Allison Davies, Mr. R. T. Dunlop, Mr, 
M. J. Faulks, Sir Thomas Keens, Mr. Henry Morgan, 
Mr. C. Hewetson Nelson, Mr. Bertram Nelson, Mr. James 
Paterson, Mr. F. A. Prior, Mr. Joseph Turner, Mr. Richard 
A. Witty, Mr. Fred Woolley, Mr. A. A. Garrett (Secretary) 
and Mr. L. T. Little (Deputy Secretary). 

Apologies for non-attendance were received from: Mr, 
D. EK. Campbell, Mr. Arthur Collins, Mr. E. Cassleton 
Elliott, Mr. Alexander Hannah, Mr. Edmund Lund and 
Mr. R. T. Warwick. 


T'ux Ricur Hon. Lorp Sramp, G.C.B., G.B.E. 
The following resolution was adopted :— 

That the Council accord to the Right Hon. Lord 
Stamp, G.C.B., G.B.E., Honorary Member of the 
Society, its cordial felicitations upon his elevation 
to the Peerage by H.M. The King, and express its 
appreciation of the work of Lord Stamp in the 
spheres of learning, administration and industry, 
which has made a deep impression on the public and 
social life of Great Britain and other countries. 


LONDON CHAMBER OF COMMERCE. 

The President reported that Mr. Henry Morgan had 
been elected Chairman of the Council of the London 
Chamber of Commerce and the Council extended to Mr. 
Morgan its congratulations. 


REVISION OF THE SYLLABUS OF THE SOCIETY'S 
EXAMINATIONS. 

Upon a Report from the Examination and Membership 
Committee, the Council adopted a revised Syllabus for 
the Society’s Intermediate and Final Examinations to 
come into force for the first time with the examinations 
to be held in May, 1940. The Council recorded its 
appreciation of the work of Mr. Richard A. Witty as 
Chairman of the Sub-Committee which prepared the 
revised Syllabus. 

(Copies of the new Syllabus will be available shortly and 
the particulars will appear in our October issue.) 


INTERNATIONAL CONGRESS ON ACCOUNTING, BERLIN, 
1938. 

The Council appointed as official delegates of the 
Society : Mr. Walter Holman (President), Mr. Percy 
Toothill (Vice-President), Mr. E. Cassleton Elliott, Mr. 
R. Wilson Bartlett, Mr. A. Stuart Allen (Members of the 


Council) and the Secretary (Mr. A. A. Garrett). 


INTERNATIONAL MANAGEMENT CONGRESS, WASHINGTON, 
1938. 

The Council accepted an invitation from the Council 
and officers of the Seventh International Management 
Congress to be represented at this Congress and appoin 
Mr. Richard A. Witty, member of the Council, to be the 
Society’s representative. 


INCORPORATED ACCOUNTANTS’ COURSE, OXFORD, 1938. 

The Vice-President made a report on the proceedings at 
the Course, the attendance at which was about 140. 
The Course was a complete success in relation to both the 


Au 
_— a fF -_ 
lect! 
i isssi‘(sis*”r ceed 
Pres 
ovel 
T 
. SAREE tot 
and 
T 
War 
U 
Men 
Mar 
Inte 
| ee oe 
: Com 
T 
Com 
Rob 
Com 
| T! 
of tl 
Wor 
ton ; 
Mr. 
Tho 
: eer 
Law 
(Ass 
Mr. 
Erne 
Whi 
T 
acce 
Dece 
: (Fell 
Lon 
3lst, 
Sydr 
: Lon 
. St 
| EX: 
ee 
Bro 
Coor 
| ee ‘ 
if 


AucusT, 1938] 


THE INCORPORATED ACCOUNTANTS’ 


JOURNAL. 389 


lectures and discussions and the social side of the pro- 
ceedings. The Council expressed its thanks to the 
President for the able manner in which he had presided 
over the proceedings. 

The Vice-President referred to the facilities accorded 
to the Society by the Warden and Fellows of New College, 
and the Council adopted the following Resolution :— 

That the Council of the Society of Incorporated 
Accountants accord to the Warden and Fellows of 
New College its best thanks for the facilities so 
kindly granted for the Incorporated Accountants’ 
Course held in New College from July 13th to 17th, 
1938, and for their co-operation in bringing the 
Course to a successful issue. 

The Resolution was ordered to be forwarded to the 
Warden, The Right Hon. H. A. L. Fisher, O.M., F.R.S. 


Sir JAMES Martin MemMorRIAL EXuisirion. 

Upon a recommendation from the Examination and 
Membership Committee the Council awarded the Sir James 
Martin Memorial Exhibition in respect of the May, 1938, 
Intermediate Examination to Mr. Leonard Chapman 
Howe, Articled Clerk to Mr. Walter P. Thomas, Incor- 
porated Accountant, 30, The Broadway, Wimbledon, S.W. 


CoMMITTEE TO DEAL with THE DEVELOPMENT OF THE 
Tourist TRAFFIC IN NORTHERN IRELAND. 

The Council received a report that the Minister of 
Commerce for Northern Ireland had appointed Mr. 
Robert Bell, F.S.A.A., Belfast, a member of this 
Committee. 

Deatus. 

The Secretary reported with regret the death of each 
of the following members :—-Mr. John Armstrong (Fellow), 
Workington ; Mr. Arthur Gridley Browne (Fellow), Taun- 
ton; Mr. Ernest Alfred Darling (Associate), London ; 
Mr. Crichton James Gladwell (Fellow), London; Mr. 
Thomas Geoffrey Noel Hollings (Associate), Leeds ; Mr. 
Arthur Edmund Ineson (Associate), Harrogate ; Mr. Henry 
Lawrence (Fellow), Leicester ; Mr. Joseph Walter Lawson 
(Associate), Lydney ; Mr. Harry Potts (Associate), Leeds ; 
Mr. William Herbert Shellard Rees (Fellow), Neath ; Mr. 
Emest John Sanders (Associate), London ; Mr. Robert 
White (Associate), Coventry. 

RESIGNATIONS. 

The following resignations of membership were 
accepted with regret as from the dates indicated :-- 
December 31st, 1937: Mr. Robert Harold Cumming 
(Fellow), Brisbane; Mr. James Davidson (Associate), 
london ; Mr. Alfred Thorp (Fellow), London. December 
3ist, 1988 : Mr. Allan Ivo Malcolm Clerk (Fellow), 
Sydney, Australia ; Mr. Bernard Arthur Gaunt (Associate), 


Society of Incorporated Accountants 
and Qubditors. 


EXAMINATION RESULTS IN SOUTH AFRICA. 
May, 1938. 
Final. 
Alphabetical Order. 
Brownie, Wititiam Davin Roserr, Clerk to Price, 
Waterhouse, Peat & Co., and Dougall, Lance & Hewitt, 
10, Standard Bank Chambers, Johannesburg. 
‘oorer, FrepericK PETER HENDERSON, Clerk to S. R. 
es & Taylor, Somerset House, Vermeulen 
Street, Pretoria. 
CkosorR, Micuarn, Grorce, Clerk to W. R. Fraser 
(George Mackeurtan, Son & Crosoer), Old Well Court, 
376, Smith Street, Durban. 


FREEBORN, LEONARD JosErH, Clerk to Charles 38. 
Freake & Co., Permanent Buildings, 15, Terminus 
Street, East London. 

Jack, ALAN Heatn, Clerk to Samuel Thomson & Young. 
Trust Buildings, Fox Street, Johannesburg. 

JACKSON, JOHN Marvey, formerly Clerk to H. A. Olsen, 
Wackrill & Anderson, 501/6, Transvaal House, 80, 
Commissioner Street, Johannesburg. 

Jarvis, LAURENCE Murray, Clerk to Deane & Thresher, 
Grad’s Buildings, Reitz Street, Kroonstad. 

PercivaAL, Guy Ro.anp, Clerk to Price, Waterhouse, 
Peat & Co., 10/14, Standard Bank Chambers, 
Johannesburg. 

Ricuarpson, Josepn Parrick, Clerk to H. L. Collins 
(Collins & MeCulloch), 5th Floor, Stability Buildings, 
Fox Street, Johannesburg. 

Sampson, Vicror, Clerk to Gurney, Noteutt & Fisher, 
Reserve Bank Chambers, Wale Street, Cape Town. 

Smiru, Geruarp Roruman, Clerk to R. B. Sinclair 
(Lamb, Lawrie & Sinclair), North British Buildings, 
Simmonds Street, Johannesburg. 

Tuckey, Harry CHar tes Grierson, Clerk to EK. H. 
Raynham (Salisbury, Beaton & Raynham), 9/11, 
Christian Street, Kimberley. 

Turner, Artrnuur Lioyp, Clerk to Deane & Thresier, 
S.A. Mutual Buildings, Hoffman Square, Bloem- 
fontein. 

WoLsTENHOLME, Roy, Clerk to D. C. Carruthers (Curry, 
Carruthers & Thompson), 401/6, Winchester House, 
Loveday Street, Johannesburg. 

Yates, Roperr ReuBen, Clerk to Schwartz, Fine & Co., 
P.O. Box 5069, Johannesburg. 


(23 Candidates failed to satisfy the examiners.) 
Intermediate. 
Alphabetical Order. 


Suber, Grorrrey, Clerk to G. M. Brande, Estromin 
House, Johannesburg (formerly articled clerk). 
(2 Candidates failed to satisfy the examiners.) 


@Obituary. 


ARTHUR GRIDLEY BROWNE, F.S.A.A. 

We regret to announce that Mr, Arthur Gridley Browne, 
F.S.A.A., partner in the firm of A. C, Mole, Sons & Browne, 
of Stafford House, Taunton, died following a sudden 
operation on June 28th, 1938, aged 41 years. 

He was articled to Mr. A. C. Mole in 1918 and entered 
into partnership with him in 1925, under the style of 
A. C. Mole & Co. 

Mr. Browne took an active part in local Wesleyan 
Church life in which he served in many offices. He was 
a keen Freemason, being Senior Warden of the Craft 
Lodge of St. George No. 3,158, and was also a member 
of the Royal Arch and Mark Masonry. 


Sir James Martin Memorial Exhibition. 

The Council of the Society of Incorporated Accountants 
has awarded the Sir James Martin Memorial Exhibition 
in connection with the Intermediate Examination held 
in May, 1938, to Mr. Leonard Chapman Howe, aged 21, 
articled clerk to Mr. Walter P. Thomas, A.S.A.A., 
Wimbledon. 

The Exhibition is awarded each half year to an 
articled clerk who distinguishes himself in the Inter- 
mediate Examination. The candidate is also interviewed 
by the Board of Examiners. 
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INCORPORATED ACCOUNTANTS’ RESEARCH COMMITTEE. 


The Design of Accounts. 

The Incorporated Accountants’ Research Committee have undertaken the task of preparing specimen forms of 
accounts for various businesses and professions, Some of these specimen forms have already appeared in the 
Incorporated Accountants’ Journal, namely, the accounts of Boot and Shoe Manufacturers (October, 1937), 
Brickworks (November, 1937), Building and Estate Development (December, 1937), Cinemas and Dance 
Halls (January, 1938), Cotton Merchants (February, 1938), Engineers (March, 1938), Farms (April, 1938), Garages 
(May, 1938), Hotels (June, 1938) and Laundries (July, 1938). In April, 1937, specimen general forms of accounts 
were published, and in June, 1937, specimens of the accounts of Executors and Trustees. 

Useful criticism and suggestions which have been received from readers on the forms of accounts already 
published will be carefully considered by the Research Committee. The accounts—which should not be regarded 
as model accounts but as bases for more definitive formulation—are published with an invitation to readers 
to submit their comments and criticism. 

A design for Medical Practitioners’ accounts is set out below. 


— -—_--- a _ ———____._... 


MEDICAL PRACTITIONERS’ ACCOUNTS. 
Prorit AND Loss ACCOUNT OR RECEIPTS AND PAYMENTS ACCOUNT’. 
, ge See 


£ £ | £ £ 
EXPENDITURE (or Payments) + INcomr (Inceme received or Receipts) : 
I. Savanius (including State  In- | IT. FEEs: 
surance) : (a) Private lees : 
Assistant ar = - (b) Cash Fees oo 
Locums .. ss — i (c) Sanatorium Benefit 
Dispenser vs ef ~ (d) Panel Fees - a 
Technical Assistant a ray? (e) Fees as Public Vaccinator 
Secretary a wie ws 
Housekeeper and Maids £— ... | IT. Ormer Income (or Receipts) : 
(..%, chargeable to Practice) (a) Bank Interest .. Re 
Allowance for Board : | (b) Rents of Property sub-let 
Assistant oe z 
Housekeeper and 
Maids 


(..% chargeable to Practice) 
Vaccination Fees 4 - 


Il. Dispensary AND MeEpicaL Ex- 

PENSES : 

(Drugs, Instruments and Medical 
Supplies) ns 

[1f. Premises : 

Rent m7 on £ 

Rates ig ne 
(.. % chargeable 

to Practice) 


Insurances oe £ 
Heating and Lighting 
(..% chargeable ~--- 
to practice) . . --- 


Repairs and Renewals . . 4 _ | 


IV. TRAVELLING EXPENSES : 
Motor Expenses. . ia 
Wages of Chauffeur - 

Depreciation os -- 
Obsolescence Charges -- 


(..% chargeable 

to Practice) .. £ — 
Taxis, Hire of Cars and other 

Travelling Expenses . . a — 


V. ADMINISTRATION AND MISCEL- 
LANEOUS EXPENSES : 
Postages and Stationery ec -— 
Telephone o* o- 5 _— 
Accountancy Fees os os 
Flowers and Periodicals as — 
Bank Charges... ne es _ 
General Expenses sc “ ae 
Subscriptions... ‘ra wa —_ 


VI. BaLaNcE: Net Income of Practice 
£ _— 
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INCORPORATED ACCOUNTANTS’ COURSE 
AT OXFORD UNIVERSITY. 


The third Incorporated Accountants’ Course at a 
University was held at New College, Oxford, from 
July 13th to July 17th, by kind permission of the 
Warden and Fellows. Mr. WALTER HOLMAN (President 
of the Society) presided over the proceedings. 

OPENING OF THE COURSE. 

In the evening of the opening day, Wednesday, 
July 13th, the members attending the Course received 
an official welcome from the Pro-Vice-Chancellor of 
the University of Oxford, Mr. J. F. Stenning, C.B., 
(.B.E. (Warden of Wadham College). The Pro- 
Vice-Chancellor, who was received with acclamation, 
said that the College to which the members had come 
for their third Course, while possessing a considerable 
degree of autonomy, constituted, as did the other 
Colleges, an integral part of the complex unit known 
as the University of Oxford. As representing the 
Vice-Chancellor, he bestowed upon the Course his 
best wishes. He had noticed that in the excellent 
programme which had been drawn up the time at the 
disposal of members attending the Course was 
delicately balanced between work and play. He 
felt that such a balance was desirable, and he hoped 
that the pleasure which the members would derive 
from their sports and social functions would be no 
less than that which they would gain from their 
serious deliberations. 

Mr. WALTER HoLMAN (President of the Society), 
in the course of his reply, said that for many months 
they had been preparing for and looking forward to 
their visit to Oxford and their pleasure at being there 
was enhanced by the welcome which had been 
extended to them. Mr. Holman said that he was 
not without hope that one day in all the 
Universities of this country there would be found 
Schools of Accountancy in which the dominant motive 
would be training for the profession and not coaching 
for examinations, which was the dominant motive 
of the educational facilities for the profession which 
existed. He hoped he had said enough to convince 
the Pro-Vice-Chancellor that if a desire to learn 
constituted a legitimate claim to come to the College, 
then they had the right to claim that privilege. In 
thanking Mr. Stenning for his kindness in opening 
the Course the President assured him that they would 
value and respect the freedom of the University 
which had been extended to them. 

LECTURES. 

Six lectures were delivered during the Course. 
They were :— 

“National Finance,” by Professor N. F. Hall, M.A., 
Director of the National Institute of Economic 
and Social Research. 

“The Effect on Auditing of Machine Accounting,” 
by Major R. N. Barnett, T.D., A.S.A.A. 

Audit of Private Companies and Private 
Concerns,” by Mr. C. Percival Barrowcliff, 
F.S.A.A. 


“The Conduct of Investigations,” by Mr. W. G. 
Lithgow, F.S.A.A. 

“The National Defence Contribution,” by Mr. H. E. 
Seed, A.C.A., A.S.A.A. 


“The Organisation of an Accountant’s Office,” by 
Colonel R. C. L. Thomas, M.C., T.D., D.L., 
F\S.A.A. 


The members attending the Course were divided 
into eight groups ““A” to “H.” After the lecture. 
by Professor N. F. Hall discussion by the whole of 
the assembled members took place in Hall. After 
the other five lectures discussion ensued in the various 


groups. 
The chairmen and secretaries of the groups were :— 
Group. Chairman. Secretary. 
A. Mr. Sidney T. Morris Miss F. G. Crick 
B. Mr. Charles M. Delby Mr. T. Butchart 
C. Mr. C V. Best Mr. J. B. Carter 
D. Mr. A. Southern Mr. H. H. Hammond 
E. Mr. D. Mahony Mr. F. J. B. Lovell 
F. Mr. Ivor Davies Mr. R. M. Williams 
G. Mr. H. O. Johnson Mr. H. G. Ayres 


H. Mr. Cedric N. Walter Mr. ©. Yates Lloyd 


GUEST NIGHT DINNER IN NEW COLLEGE. 


A number of guests dined with members in Hall 
on Friday, July 15th. The loyal toast having been 
duly honoured, Mr. Percy Toorai.y (Vice-President 
of the Society) proposed the toast of ‘* The University 
and City of Oxford.” 


After expressing the thanks of the members for 
the facilities which they had enjoyed at the Univer- 
sity and in the City of Oxford, he said that for the 
first time the biennial Course had been held there, 
and many members had not before experienced the 
fascination of Oxford. 


In the space of five days they could not hope to 
absorb the maturity and spirit of Oxford, but never- 
theless its traditions had cast a spell upon them. 
To the centuries-old tradition of learning had now been 
added the activity of industry on the perimeter of 
the city. In large manufacturing centres in other 
parts of the country the sequence had been the 
reverse, learning following industry. The Vice- 
President paid tribute to the previous work of the 
Warden in his own city as Vice-Chancellor of the 
University of Sheffield. He asked whether it was 
too much to say that the proximity of the University 
and industry had allowed of a widening of the scope 
of academic work, particularly noticeable in the 
development of the social and moral sciences in 
Oxford University. The Mayor of the City and his 
colleagues had to bear new burdens in these days of 
change, and their problems were accentuated by the 
extensive duties which Parliament continually placed. 
upon local authorities in this country. 
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The Pro-Vice-Chancellor of Oxford University (Mr. 
J. F. Stenninc, C.B., C.B.E., Warden of Wadham 
College), replying to the toast, said that a recent 
phenomenon had been the “ discovery ” of Oxford 
by professional societies and other bodies and the 
resulting popularity of the idea of Summer Courses. 
Oxford stood for education in the widest sense, and 
her wealth of tradition could not fail to make an 
impression upon all who stayed there. 

Tue Ricur Worsuirrut tHe Mayor or 
Oxrorp, who also replied to the toast, said that 
Oxford, though of a great antiquity—the 1,000th 
vear of the City was celebrated 30 years ago—was 
fully abreast of the times. This was the first occasion 
on which he had found himself with a body of Incor- 
porated Accountants. A simple person like himself, 
who balanced his budget with a piece of india-rubber, 
found it essential to call in an accountant to help 
with the task! The accountant should, however, be 
brought in earlier than was often the case. 

Mr. Warrer Hoiman (President of the Society) 
proposed the toast of ‘New College, Oxford,” 
coupling with it the name of the Right Hon. H. A. L. 
Fisher, O.M., F.R.S. (Warden of the College). 

After having expressed the thanks of the members 
for the privilege afforded them of being temporary 
undergraduates in New College, Mr. Holman said 
that no one there would think it strange that, after 
several years spent in professional practice, they 
should return, as it were, to school, for the value of 
Refresher Courses was becoming recognised and the 
practice was being adopted by other professions, 
including the teaching profession itself. So far as 
accountancy was concerned, the reason was not far 
to seek. However complete might have been their 
theoretical knowledge and equipment when they 
started, it had inevitably become worn and rusty in 
the rough and tumble of public practice and in the 
adjustments and compromises between the ideal and 
the practicable, between what was desirable and 
what was possible, which made up their professional 
lives. Principles became blurred, and the speed of 
modern life left little opportunity for the renewals 
and replacements by which alone the wear and tear 
and the obsolescence of the human mind could be 
repaired. They had, of course, professional lectures 
and amenities, the use of which offered, if he might 
borrow the language of the motor industry which 
they had been visiting that afternoon, a certain 
amount of “ upper-cylinder lubrication.” But in 
previous years the special value of these Refresher 
Courses, in providing opportunities for mental 
overhaul, re-conditioning and re-equipment, had been 
fully proved. 

The part which environment played in education 
could hardly be over-estimated. Formal lectures and 
discussions and tuition were only part of a University 
education ; the communal and corporate life, the 
personal contacts, the recreational activities were an 
important part and the value of the whole was 
enhanced when it could be enjoyed in the beauty and 
quietude of the surroundings of New College. 

He was always reluctant to speak well of a man in 
his presence lest he should embarrass both him and 


his hearers, and he was glad that the name of the 
Warden of New College was writ so large in the history 
of their times that it was not necessary to do 
more than refer to the distinction he had gained in 
many spheres. Besides, he came to thank Cvsar, 
not to praise him. Before he became Warden of 
New College Mr. Fisher had been President of the 
Board of Education, and he would therefore be 
equally familiar with learning for its own sake and 
learning as applied to the art and means of living. 
To him there would be no incongruity between 
Oxford the University and Oxford denoting motors 
and marmalade. He felt that the sympathy and 
helpfulness with which the Warden and Fellows 
of the College had received the members of the Society 
was due in no small measure to Mr. Fisher’s recog- 
nition that the education they pursued was no less 
worthy of encouragement because it was to be used 
in the interests of trade and commerce. 

Mr. H. A. L. Fisner, the Warden of New College, 
in reply, said that he had listened with the keenest 
interest to the delightful speech of the President, and 
he assured his listeners that it was a great pleasure 
for the members of the University to have Incor- 
porated Accountants at New College for their Course. 
He appreciated the important work which accountants 
performed and the great utility of their services to 
the community at large, and he could reinforce the 
remarks of the President on the value of Refresher 
Courses to professional men. 

He would congratulate them upon their President, 
who must be regarded not only as a most valuable 
occupant of the office, but also as a formidable one, 
especially when his upper cylinders were freshly 
lubricated. (Laughter.) At such a time, said Mr. 
Visher, it was with no small feeling of apprehension 
that he presented himself to the President. He had 
many times asked himself the question—Who pos- 
sessed the greater value, a good poet or a good 
accountant ? He would not attempt to answer that 
question that night. 

They were meeting in one of the oldest rooms in 
Europe which had been continually used for the 
purpose for which it had been devised. It was, as the 
President had said, very difficult to carry through the 
process of adaptation between the old world and the 
modern world. Perhaps this could best be illustrated 
by the story of some scenario writers who were 
commissioned to produce a scenario for an historical 
film in Hollywood. The film contained a dramatic 
scene in which Mary Queen of Scots was told of her 
impending execution. The words put into the mouth 
of the deliverer of this message were given in the 
original script as ‘* Say, Madam, you're for the block.” 
It was felt by some sensitive people present that 
these were hardly appropriate words for such at 
historical scene, and the script was therefore sent 
back to the scenario writers for revision. The scenari¢ 
writers deliberated for long, and after five weeks 
returned the script with the announcement reading: 
‘** Say, Madam, you’re for the block, forsooth.” 

Mr. Fisher ascribed the spread of the University 
idea in recent times largely to the fact that 26,00 
ex-service men were sent to Universities under the 
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special Government scheme after the Great War. 
Of the working of that scheme he had special know- 
ledge, as he had himself considered each application 
in his capacity as President of the Board of Education. 

Mr. Fisher confessed that he had the utmost 
admiration for accountants. This was partly because 
one of his friends, Sir George Franklin, had begun 
his career in an accountant’s office. To that 
early training Mr. Fisher ascribed a large part of the 
later success of that eminent man who, seizing 
the idea of installing telephones in Sheflield— 
where communication from one part of the town to 
another was geographically difficult—later became 
chairman of the National Telephone Company and 
spread the telephone in foreign countries. Always 
Mr. Fisher had envied those who had had an 
accountant’s training. Recently he had had to reach 
a decision regarding the career of a young nephew, 
and he went to Earl Baldwin for advice. Earl 
Baldwin said : ‘* Send him to an accountant’s office, 
then he will have a sound training in every branch of 
business.”” That was a testimony to the value of an 
accountant’s career. 


NATIONAL FINANCE. 
The following is a summary of a Paper given on Friday, 
July 15th, by 
Professor N. F. HALL, M.A., 
Director of the National Institute of Economic and 
Social Research. 
Chairman : Mr. Walter Holman, F.S.A.A., President. 


While the forms in which the National Accounts are 
presented in the annual Budget and in the weekly state- 
ments of revenue and expenditure have been preserved 
without any substantial modification since pre-war days, 
the increasing range of the Government’s activities makes 
it more difficult to obtain a clear view of the financial 
position of the Government. The administration of the 
National Health and Unemployment Insurance and 
Pension Funds and the Government’s participation in the 
profits of the greatly enlarged Issue Department of the 
Bank of England, in the Exchange Equalisation Account, 
in the Trustee and Post Office Savings Banks, give rise 
toa number of financial transactions which may be as 
important as the items which occur in the Budget proper. 
These need to be kept under consideration if a fair view 
is to be obtained of the general condition of the national 


The importance of changes in these extra-budgetary 
items during the period leading up to the crisis of 1931 
and in the subsequent period will be reviewed, and pro- 
blems of financing rearmament will be re-examined in the 
light of recent experiences. In conclusion, it will be 
argued that the real financial position of the Government 
8 considerably stronger than appears from the considera- 
tion of the budgetary position as normally interpreted, 
that the significance of the figures representing the total 
National Debt has undergone marked changes since 1929, 
and that in comparison with other great powers the 

ial position of the British Government is an enviable 
one, a fact that might well receive greater public attention, 
me one that may be conducive to the maintenance of 


In a subsequent issue of the Journal there will be published 
the substance of Professor Hall’s valuable lecture in the 
form of an article written by him. 


On Thursday, July 14th, a Paper was given on 
THE AUDIT OF PRIVATE LIMITED 
COMPANIES AND PRIVATE CONCERNS 


BY 
MR. C. PERCIVAL BARROWCLIFF, F.S.A.A. 


Chairman: Mr. Percy Toothill, F.S.A.A., Vice-President. 


There are so many excellent text-books on this subject 
that some special treatment is necessary if it is hoped 
to provide material which may be of interest to you. It 
would, you will also agree, be an impossible task to cover 
the whole of the ground in the time available. So I propose 
to submit a few practical reflections drawn from experience. 

It would almost appear that the audit of private limited 
companies and the audit of private concerns were two 
entirely different matters. In the main, however, the 
underlying principles—the relationship between pro- 
prietors and auditor, and the purpose of the audit—remain 
almost the same. Obviously there are differences in 
matters of detail and some of the detail may be important, 
but the principles remain almost identical. 

The great majority of private limited companies are 
private concerns with a different legal form. In manage- 
ment and in ownership they remain to all intents and 
purposes the same. The change from private concern to 
private limited company is usually made for domestic 
reasons with as little disturbance of management and 
ownership as is possible. 

The private concern is gradually being displaced by the 
private limited company, and the reasons are mainly 
these : (1) There is a limit of personal liability for those 
supplying the capital, leaving their private estates un- 
affected by the changing fortunes of the business. (2) 
Raising capital is much simpler either in the form of share 
capital or borrowing on debentures. (3) Disposition of 
ownership is easily carried out when that ownership is 
represented by share capital. (4) Death of an owner of 
shares does not affect the business, although it might do 
so if that owner was the sole active owner. 

It will be appreciated that these matters concern the 
legal form of the ownership of the business, but do not 
change the actual owners. The difference is simply 
that the owners have their ownership represented by share 
capital. 

PERSONAL RELATIONSHIP, 

That being so, there is invariably the same relationship 
between the auditor and the directors of a private limited 
company as there is between the auditor and the pro- 
prietors of a private concern. 

There is little difficulty in appreciating that an auditor 
appointed by a private concern has close personal associa- 
tion with the proprietors. He is the auditor of their own 
choice and their intimate adviser. He usually deals with 
all income tax matters, private as well as business. He 
advises on finance and often on administration. Fre- 
quently he advises on the terms of the proprietor’s will. 

In actual practice a similar personal association is found 
between the auditor and the directors of a private limited 
company. 

It is desirable to cultivate this association by taking 
advantage of every opportunity of service. Anticipation 
of requirements is desirable. To take only one instance, 
the discussion of draft accounts with a client should be 
preceded by careful consideration of the accounts before- 
hand. What do the accounts really show? Do they 
indicate progress ? The answer is found by carefully 
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surveying the accounts for earlier years and comparing the 
result with the accounts of the current year. Do they 
indicate financial stability ? And the answer will be found 
in analysing the balance sheet and measuring the liabilities 
and liquid resources. It may well be that often the survey 
will bring to light little which can be used, but on the other 
hand there will be occasions when the trouble taken will 
be amply repaid by the value of the information which can 
be given to assist a client. The main thing is to try to be 
informed before seeing the client as to exactly what the 
accounts show. This all helps in maintaining and extend- 
ing the association with the client. ; 

It must be pointed out that it is very necessary privately 
to study each client very carefully. Reactions to sug- 
gestions vary considerably. Some will welcome guidance 
and advice and make it very easy to offer it. Some will 
not welcome advice. Between these two classes will be 
found a range of temperament which it is the auditor’s 
duty to study so that he may discover in each case the 
right method of approach. Any suspicion of aggression 
should be avoided at all costs. Clients do not like it, 
especially if it savours of trying to tell them how to run 
their business. Offer advice discreetly and with the sole 
object of being helpful. 

This aspect of the auditor’s work may not seem to have 
much interest for those who are not in public practice 
themselves, but are employed by practising accountants. 
A little reflection, however, will show that the interests 
of the principals are the interests of the employees. 

Let me emphasise that the personal relationship 
existing between the auditor and his client does not affect 
the certificate or report. In the case of a private concern 
it is within the power of the proprietors to say that only 
a limited audit is required, and naturally it follows that 
only a limited certificate will be given. In cases where a 
full certificate is required—and this is compulsory in the 
case of private limited companies—the auditor must 
satisfy himself beyond the shadow of a doubt that the 
accounts correspond with the facts as shown by the books 
and the reasonable inferences to be drawn therefrom and 
from the documents and vouchers he has examined, The 
auditor’s duty and responsibility in certifying accounts is 
not confined to the shareholders of a private limited com- 
pany or to the proprietors of a private concern. He has to 
remember that the accounts will be given a status through 
his certificate, which will be accepted outside the narrow 
circle of those immediately concerned. 

The auditor’s certificate gives them a sense of certainty 
and reliability, which third parties are entitled to rely 
upon. To give only one instance—loans secured by 
debentures are frequently made to private limited com- 
panies on the strength of certified accounts. 

Icnough has been said to show that personal relationship 
must not influence the auditor’s certificate or report. 
The auditor has a wider responsibility than to his imme- 
diate client. 

Lefore leaving this question of personal relationship, 
I grant that what I have indicated resolves itself into some- 
thing more than is usually associated with the work of the 
auditor. This something extra we cal] accountancy work. 
It is suggested that between these two functions a sharp 
line is drawn, and that it is the duty of an accountant to 
be clearly instructed if his duties are to extend beyond 
the narrow limits of an auditor. 

Theoretically this view seems eminently sound, as the 
auditor then knows precisely ti.e extent of his work and 
responsibility. 

In experience I have found this view quite impractic- 
able. It limits the opportunity for initiative. It presents 
a view which is not understood by the general trading 
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community—other than in the cases of public companies, 
When a client instructs an accountant to audit his accounts 
he naturally expects guidance and help outside the 
routine of the technical audit. Moreover, he does not 
realise that the auditor expects him to give special instruc. 
tions for any such service. In fact, he appoints an 
auditor, and expects the service of an accountant. It 
would be a matter of practical difficulty to get detailed 
instructions as to what duties and services were expected 
at the time of making the appointment. It would also be 
difficult and awkward to be bothering a client from time 
to time for instructions covering extra service every time 
it was performed. In a fairly long experience in the 
provinces, I have not found it necessary or wise strictly to 
limit responsibility to that of an auditor. I have accepted 
the wider interpretation usually associated with the term 
accountant, 

I recognise this view may seem somewhat unorthodox, 
but even if it does not receive general acceptance, it may 
provide another angle of thought on what is a very 
important question. 


COMPARATIVE FIGURES. 

I would like to pass on next to the use and value of 
comparative figures. 

An indispensable aid in reviewing draft accounts is the 
comparison with the previous year’s accounts. Every 
figure should be compared with the corresponding figure 
for the previous year, and in the case of marked difference 
explanations should be sought. Let us consider one or 
two of the items in detail. 

Gross profit is in many businesses a key item, and we 
might consider this point first. How does the percentage 
of gross profit compare with the figure for the previous 
year? Is.there a marked difference ? If so, the auditor 
should turn up the accounts for the previous five or six 
years and see what the percentage of gross profit has been 
throughout that period. A consistency of percentage 
until the current year would. provoke further inquiry. 
The clients may themselves offer satisfactory explanations, 
but, if not, they would naturally desire to examine further 
into the matter. The auditor will appreciate that if the 
clients are puzzled by any inconsistency in the figure, there 
is a responsibility for further investigation. Very many 
irregularities have been brought to light by gross profit 
percentages, and the auditor will always keep a close eye 
on the comparative figures of gross profit. 

In pursuing further examination, the stock sheets should 
be carefully examined again. A number of the larger 
items should be picked out and tested for price with current 
market price as well as for volume with the volume usually 
stocked. The client will be of considerable assistance in 
dealing with these points. It may sometimes be possible 
and helpful to analyse the stock sheets into different 
groups of goods, and a comparison of these groups with 
similar groups from the stock sheets of the previous year 
may throw some light on the problem. 

It is also possible very often to make a close analysis 
of the sales over a test period. The amount of work 
involved would determine the length of the test period. 
Assume a day is taken, the credit sales would be extracted 
on to sheets showing both retail prices, which would be 
in detail either in the sales journal or on the sales counter 
foils, and cost prices. The assistance of the client would be 
essential for filling in the cost prices. These figures 
would provide the materials for arriving at the rate of 
gross profit earned in the test period. If the resultant 
figure corresponded approximately with the figure for the 
year, there would be satisfactory evidence of the correct: 
ness of the year’s figure. On the other hand, if a difference 
was exposed, then the matter must be further pursued. 
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Possibly a further stocktaking at an early date might be 
desirable, so that the gross profit for the shorter period 
could be ascertained. If still unsatisfactory, special super- 
vision might be exercised by the client over a further short 
riod of trading. Warehouse, if any, should be given 
attention. Goods in and out should be watched with 
special reference to the opportunities for leakage. The 
m of checking invoices with goods received should 
receive attention. The system of checking cash sales and 
credit sales should be under observation to find any 
possible weakness. These are all matters for the client. 

It is breaking up the problem into small pieces that 
presents the best hope of tracking down any possible irre- 
guiarities. The breaking up into small pieces may be 
either in time—i.e., stock takings at short intervals, or 
into departments, or even possibly a combination of both 
methods. 

Many retail businesses to-day consist of a chain of shops, 
and checks are imposed on the stocks at each shop by a 
system of stocktakings. Goods sent to branches are charged 
out to the branch at both cost and retail prices. The 
retail price provides the amount for which the branch 
has to account either in retail sales or in stock at the 
stocktaking date. A deficiency is clearly shown, and the 
proprietors are thus able to see which branch or branches 
are turning out their stocks satisfactorily, and where special 
attention is necessary. The cost price is used for the 
purpose of preparing the branch trading accounts. 

This is an instance of systematically breaking up the 
problem of stocks into small pieces. Leaving the question 
of gross profit percentages, we turn now to the percentages 
of wages. A comparison should be made with the per- 
centage for the previous year, and also with the per- 
centages for earlier years. In the case of certain trades, 
wages will be found to have a particular percentage 
standard. A knowledge of the standard is very helpful 
in reviewing a client’s wage percentage. 

If the rate for the current year is inconsistent with 
previous rates or with the standard rate, and no obviously 
satisfactory explanation is forthcoming, then further 
inquiry should be instituted. The principle of breaking 
up the problem into smaller parts should be used wherever 
possible, Again, it may be on a time basis, by splitting 
up the year into periods and finding the percentage on the 
sales for the respective periods. In seasonal trades or 
towns there would be obviously different results depending 
on the period of the year. But in normal cases a similar 
result would be expected. The breaking up may also be 
into sections, departments, branches or the like. Incon- 
sistencies and extraordinary results would call for even 
more detailed analysis. 


The same procedure can be adopted with the other 
expenses, although fixed charges such as rent and rates 
do not require the same detailed inquiry. 

It will be found helpful to prepare a statement showing 
each year’s figures from the trading and profit and loss 
accounts with the respective percentages in columns side 
by side. As each year’s accounts are completed, the new 
figures can be written into the appropriate columns of the 
statement, thus providing an easy comparison of each 
item over a number of years at a glance. In fact, such 
comparative statements are invaluable for informing the 
auditor’s mind when he is advising on the results generally, 
on policy, or on budgeting. 

It will be found useful to work out the amount of stock 
usually kept on hand. Very often this bears a definite 
relation to the amount of the sales. The stock may repre- 
sent five weeks’ sales, or, as it is sometimes expressed, the 
Stock is turned over ten times in the course of the year. 

ork out for each business, if it is one involving stock, 


the relation of stock to turnover, and each year this standard 
ratio can be compared with the current year’s figure. If 
there is a wide difference, inquiry will be made for the 
cause and the explanation duly noted for future use. The - 
compilation of such figures of stock ratio makes possible 
the calculation of a stock ratio for a given trade if a 
sufficient number of businesses come under the auditor’s 
review. 

Such information is extremely valuable in reviewing 
the accounts of a business which the auditor has been 
instructed to report upon. It may help in deciding 
whether the stock is normal, and it may throw light upon 
the extent of the skill and ability of the existing 
management. 

Book debts naturally come next, as there is also a 
definite relation between book debts and sales. The ratio 
of book debts to sales should be worked out and compared 
with the figure for the previous year as well as with the 
standard arrived at over a period of years. Differences 
should be inquired into and explanations duly noted. 
In the course of time the experience of these figures gives 
the auditor an almost exact figure to work upon, 

With regard to items such as property, fixtures and 
fittings and motors, and so on, care will be taken to see 
that the commencing figure is the figure shown in the 
previous year’s balance sheet, and that the figure is worked 
down to the current year’s figure by additions, sales, losses, 
depreciation, &c. A schedule of the property should be 
prepared each year and compared with the previous year’s 
schedule. And so with motors and other items which lend 
themselves to this treatment. 

Obviously a comparison of the liabilities should be made 
with the total for the previous year. Particular attention 
should always be directed to accruing liabilities, such as 
rent, commissions, income tax, to see that adequate pro- 
vision is made for the liability in respect of the period 
covered by the accounts, 

A tabular statement of the balance sheet items shown 
for each year in columns side by side is invaluable in many 
eases. It gives an admirable bird’s-eye-view for a number - 
of years in a way whichds not available in any other form. 

Such a tabular statement shows at once for instance the 
liquid position each year, and the variations over a period 
of years can easily be seen, It is then possible to judge 
if the variations are consistent with the tendencies shown 
by the other items of the balance sheet. 

In leaving this question of comparative figures, may I 
say that I consider the preparation of comparative state- 
ments of the profit and loss and the balance sheet items 
in many cases an absolute necessity and not a luxury ? 
Placing the figures for each year alongside the figures for 
a number of years puts them into their proper context. 
Taken by themselves, the current year’s figures do not tell 
the whole story of the business. They need a background 
by which they can be judged. A comparative statement 
provides the necessary background. 


FINANCIAL PoLicy. 

The question of financial soundness is a matter of great 
importance, and the auditor has a vital part to play in this 
question. 

First, to consider the withdrawal of profit for private 
use. Drawings in the case of a private concern and salaries 
and dividends in the case of a private limited company 
should properly be regulated by the needs of the business, 
and not by the needs of the partners or shareholders. If the 
liquid position of the business is not very good, then 
withdrawals should be on such a scale as will leave a 
reasonable balance of profit in the business. The liquid 
position might not be very good if trading transactions in 
normal times had to be financed by the bank. (This 
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does not necessarily include bank financing of trading 
transactions because of a loan obtained specifically for a 
capital purpose.) Under such circumstances it would be 
the auditor’s responsibility to advise his client that the 
withdrawal of all, or substantially all, the profit earned 
would be unwise, and is needlessly putting a strain on the 
business. Generally speaking, the credit of the assets 
should not be used for raising money for current require- 
ments. To live well within the profits earned and use the 
unspent portion in supporting the business is wise advice. 
It should be the aim to build up the financial resources of 
the business so that in case of extraordinary circumstances 
the business will not be imperilled. A severe depression 
for a period——price-cutting in the trade or industry—fresh 
competition-——and so on—any one of these might put a 
strain on the resources of a business. Well conserved 
resources make the task of meeting such situations much 
lighter. 


Another point to watch is the overspending of capital by 
the using up of the credit resources of the business. There 
is considerable danger in this process even if it is for 
expansion or development. A sudden hitch or unexpected 
circumstance, and capital may be necded to tide over a 
temporary difficulty. With the credit resources used up 
this might then be an embarrassment, and many cases 
have been known of liquidation, although clearly there 
appeared to be no insolvency—only a shortage of liquid 
resources. It is well to remember that the absence of 
liquid resources can be a cause of liquidation just as much 
as insolvency. ‘The auditor's responsibility is to advise 
along the lines which will steer clear of such danger. 
There should always be something in reserve, something 
which can be pulled out in an emergency. Properties free 
of mortgage, for instance, would form a reserve of credit. 
The margin of credit for each business would naturally 
depend upon the particular business. It is the auditor’s 
duty to advise caution in the raising of capital on the 
credit of the assets. It is so easy when business is running 
smoothly to charge the assets and business for what seem 
to be desirable extensions, but care must be exercised to 
see that there still remains suffieient margin for future 
borrowing to cover emergencies. And it has to be 
remembered in considering this point that the value placed 
on the assets is important. Some regard must be paid to 
the probable value of the assets at the time of an emer- 
gency. There is a difference between the value of assets 
of a highly successful business and of those of a business 
which may be passing through a critical period. In the 
latter case, a forced sale is always nearer the mind, and the 
value of the assets is naturally beginning to have the 
flavour of forced sale value rather than of value as a going 
concern. So that there must be borne in mind, in con- 
sidering the safe charging limit of the assets, the probable 
value of those assets in a time of emergency. Many may 
have had some experience of the principle adopted by 
banks in valuing assets for loan purposes. In nearly all 
eases the banks take the forced sale value, and experience 
has shown the wisdom of this practice. Generally speak- 
ing, it is a fact that banks are only interested in the assets 
when they have to be realised, and therefore they regard 
the realisable value as the basis for lending money. It 
is quite a good thing to keep that practice prominently 
in mind in considering the advice to tender to clients when 
capital is to be raised on the security of the assets. 


In the experience of many of us, businesses have been 
built up to big dimensions by conserving the profits of the 
business itself and without the aid of any outside capital 
at all. Whilst this is essentially sound, it must be 


admitted that business progress can be assisted by the 
judicious use of loan capital. 


—! 


I have often thought that one of the chief reasons for the 
gradual disappearance of small manufacturing concerns 
has been the high rate of income tax. Profits, which in 
pre-war days were retained in the business, are now 
seriously depleted by the calls of income tax. This 
means, very often, the withdrawal of that part of the 
profits normally used for extending business in the earlier 
years, and it has the further effect of making small 
businesses more vulnerable to competition fram larger 
manufacturers through the absence of adequate sup. 
porting capital. It would seem easy to suggest that the 
position would be rectified by obtaining borrowed capital, 
This is not so easy as it appears. In the first place, the 
position has been weakened by the withdrawal of cash 
for the payment of tax and the potential borrowing power 
has been definitely reduced. Secondly, in the early years 
of a business, loan capital is not easily raised in any case, 
Lenders naturally require evidence of the ability of the pro- 
prietors to make good, and that can only be satisfied as a 
rule by the production of satisfactory accounts for a longer 
period than the business has been in existence. Therefore 
it is not always or even very often possible to get the 
necessary loan capital. 

Some of the troubles in the depressed areas, I feel sure, 
would have been averted if a larger number of small imanu- 
facturing businesses had been in existence. The high 
rate of income tax may not be the only cause, but it is in 
my view one of the important causes of the serious decline 
in the number of smaller manufacturing concerns in the 
depressed areas, It has been increasingly difficult to build 
up and maintain a business solely on the proprictor’s own 
capital in these post-war years. 

This fact is very disturbing, and it may well be doubted 
whether this particular side of the problem has received 
the attention it deserved in the national interest. 

The spending of potential capital of small businesses 
for the current expenditure of the nation should surely 
provoke anxious thought. And a little more than anxious 
thought when a substantial part of the potential capital is 
so used for the claims of an excessively high rate of income 
tax, 

This may all seem a digression from the point under 
consideration, but I hope you will agree that it has some 
bearing on the problem of conserving capital. 


INSURANCES, 

Insurances are a matter of moment. A fire may destroy 
a considerable portion of the assets, and unless such fire is 
provided for by adequate insurance the next balance sheet 
will be affected to the extent of the deficiency of insurance 
cover. A solvent position could easily be converted into 
an insolvent position. Again, the employer's liability 
for his staff requires adequate insurance to guard against 
serious loss substantially affecting the position, except, of 
course, in the case of those concerns running their ow! 
insurance fund. And so with many other risks which are 
usually and properly covered by insurance. We should 
all probably be agreed that insurance is almost vital to the 
maintenance of most balance sheets. Yet are we so ag 
that the auditor has a duty to see that adequate insurance 
is in force for all principal risks ? It would seem that unless 
the auditor is satisfied he should make some reference ! 
his certificate or report to the fact of inadequate or absent 
insurance. Even if we cannot all be agreed upon this 
point, our minimum duty must be to advise our clients 
carefully on the point. 


DEPRECIATION, 

The provision of proper depreciation will hardly be co" 
tested, but what amounts to proper depreciation is »% 
quite so simple. The correct position would seem to be to 
write an asset off in its lifetime, or if there is a possibility 
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of earlier replacement then it should be written off during 
such shorter period. So far as this applies to such things 
as motors, fixtures and fittings, little difficulty presents 
itself. It does appear, however, that it is not so clear 
that the greatest care is needed in considering the expendi- 
ture upon assets for projects which may be subject to 
change or alteration in method. In the case of manufac- 
turing concerns, who is to say how long a particular process 
may last before being replaced by an altogether new 
process ? Any firm in such a case should be in a position 
to scrap its existing plant, machinery and equipment, and 
replace it with new plant, machinery and equipment. To 
do so means writing off the old expenditure so that the 
balance sheet is not encumbered with worthless assets. 
Therefore the provision for depreciation should in all such 
cases be speeded up with the idea of writing expenditure 
down to a figure which can easily be written off at short 
notice. 

Even buildings upon freehold land are not exempt from 
such considerations as these. This is more noticeable in 
London than in the provinces, although it is becoming 
increasingly evident in the provinces. As an instance, 
take the case of retail shops. It is quite a common 
occurrence to see these being demolished and replaced by 
buildings of new design. Quite clearly the value pre- 
viously attributed to the demolished buildings must be 
written off as of no value, and if no previous provision has 
been made for it a somewhat serious item will have to be 
dealt with in one year. In addition to which the absence 
of earlier provision means that the profits have been over- 
stated. That may not be so serious, providing the profits 
have not been withdrawn. 

It has therefore clearly to be borne in mind that depre- 
ciation from wear and tear is only part of the problem. 
Depreciation from obsolescence is a really vital problem 
to-day, and this applies to buildings, plant, machinery, 
and almost any fixed assets under certain conditions and 
circumstances, 

One of the lessons of the post-war period was this very 
important question of providing depreciation during 
successful years for the risk of obsolescence. In so many 
instances the risk was either overlooked or minimised, 
with disastrous consequences. Losses arising from 
modernisation of plant and equipment, as it was called, had 
to be provided by writing down capital, whereas due regard 
to the necessity of providing for obsolescence at the time 
of profit-making would have avoided in many cases this 
unfortunate and undesirable proceeding. 

It must be kept always in mind that profits do not really 
exist until provision has been made for all expenses 
incurred in endeavouring to make such profits. Wear 
or tear of assets clearly is an expense to be provided for, 
and so is the probable loss on an asset through its ceasing 
to be economically profitable or through its being con- 
sidered desirable to replace it before the end of its life. 
1am not dealing with the legal aspect of this question, as 
Wwe are concerned in advising the adoption of sound finan- 
cial methods which will ensure security for the business. 

It is admitted that assessing obsolescence is indeed a 
difficult task. The auditor can but point out the risk of 
obsolescence to his client and discuss with him the possi- 
bility in connection with each fixed asset or group of fixed 
assets as well as the general tendency in the particular 

It is the auditor’s duty to keep the matter 
well to the fore in the appropriate cases. 

The maintenance of a business and its extension depend 
upon the adoption of sound methods of finance, the con- 
‘rving of resources and the provision for all kinds of 
risks and emergencies. 

Booms do not last for ever—nearly all business has its 
geod and bad times. Therefore any of us who may be 


starting our professional careers in a boom time must 
remember that the circumstances of the moment do not 
accurately represent the strains and stresses which the 
business is likely to be subject to. The strains come when 
business is not so easy. These periods of strain do event- 
ually come, and therefore an eye must be kept on the 
possibility of their arising. Judge the balance sheet 
and the business in the light of a trade depression, so that 
the advice given may help to build a structure which will 
not easily be affected by trade disturbances or depression. 


CONCLUSION. 


I would like to suggest that in the case of private 
concerns and private limited companies it is advisable for 
the auditor to provide material to enable the client to 
interpret the accounts. Accounts certified and passed 
over without comment to the client depend, for their 
complete and proper interpretation, upon the industry of 
the client in preparing for himself comparative statements 
and other material necessary for getting the correct back- 
ground against which to judge the current year’s accounts. 
Few private concerns or private limited companies, in my 
experience, take so much trouble as I have indicated to get 
the maximum amount of benefit from their accounts, and 
it is not enough to judge the accounts on their own merits 
without reference to the relative circumstances and to 
comparative accounts. 

This being so, it seems obviously desirable that the 
auditor should provide the necessary material, so that the 
correct inferences and conclusions may be drawn from the 
accounts. Moreover, with increasing experience the 
auditor will be able to tender his own views on the inter- 
pretations to be placed on the accounts. 

In practice, many of us do these things in all suitable 
cases, as we find the proprietors of private concerns and 
the directors of private limited companies appreciate this 
service and profit considerably from the information and 
the guidance afforded them. 

In the early days of our professional careers we must 
naturally be prudent and stick to facts. We should spare 
no effort to prepare all useful facts and figures, but we 
should, in the main, leave the deductions to the client. 

I would like to close by saying that in my view balance 
sheets and profit and loss accounts are not all-sufficient by 
themselves. They have inner meanings and lessons 
which I believe it is the responsibility of the auditor to 
help to elucidate for the benefit of his clients, whether they 
be proprietors of private concerns or directors of private 
limited companies. 

Discussion. 
Group A. 

With regard to reports required by Company Law it 
was agreed that they should be limited only in cases 
where the records were such as to render it impossible to 
verify the balance sheet satisfactorily. Most members 
of the group thought that an auditor should not accept 
limited instructions with regard to the audit of the accounts 
of a limited company. Concerning reports made to directors 
of companies or to private individuals upon the completion 
of an audit, it was apparent that the practice varies con- 
siderably. Members pointed out that considerable work 
was often involved, and that it was not always appreciated 
or paid for by the client. Moreover, it was often pre- 
pared too late to be of material benefit. Several members 
indicated that they did, in fact, prepare a report as part 
of their general service to their clients in cases where it was 
likely to be appreciated. It appeared that very much the 
same position arises in connection with supplying per- 
centage figures. and comparative statements as regards 


expenditure. 
Group B. 
A member of the group wanted to know the experience 
of the group in regard to the audit of solicitors’ accounts, 
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und especially as to the collection of clients’ moneys. 
Was it the experience of the members that solicitors 
paid moneys of clients into separate accounts ? 

The group as a whole considered the paper admirable, 
but were rather doubtful on some points in regard to the 
auditors’ legal position. What, for example, were 
the auditor’s duties in regard to stock and insurance ? 
Was it the auditor’s duty to go as far as the lecturer sug- 
gested in regard to the verification of stock ? Was not the 
auditor’s responsibility only for the arithmetical accuracy 
of the stock sheets and any blunders therein? Surely 
the basis of valuation is the directors’ responsibility ? Is 
it the auditor’s duty to ascertain that the property of a 
firm is insured ? How can the auditor assess the value of a 
firm’s premises ? . 

Group C, 

The importance of ascertaining a client’s requirements 
was emphasised, since this prevented any misunderstanding 
of the difference between auditing and accounting duties, 
but it was admitted that it was rather difficult to distin- 
guish between these two kinds of duties at times. 

Comparative figures were considered necessary, both for 
the profit and loss account and the balance sheet ; but 
it was considered that they were more important for the 
profit and loss account than for the balance sheet. It was 
pointed out that percentages may be inclined to mislead : 
for example, turnover may have risen both in quantity 
and quality, but owing to a fall in prices the sterling value 
may have declined. 

It was suggested that :— 

1. Comparative schedules of items of revenue expendi- 

ture for a number of years were of great assistance. 
2. A note should be made of the relation between 
creditors and purchases and between debtors and 
sales. ; 
3. Hxpenses should be plotted in relation to turnover. 

4. Liquid liabilities should be plotted in relation to 

liquid assets. 

It was admitted that a number of the smaller businesses 
did not obtain any information from the method of the 
presentation of the year’s working, which was submitted 
to them in the form of a profit and loss account and a 
balance sheet. To overcome this difliculty it was sug- 
gested that a report on the client’s accounts and progress 
should be drawn up. 

It was generally agreed that test checking in order to 
give greater time to the study of the balance sheet and 
profit and loss account was desirable. Vouching of the 
purchase day book in great detail was considered to be 
the essence of auditing. 

Group D. 

At the opening of the discussion the following points 
were stressed : 

(a) The importance of breaking up the accounts into 

small sections. 


(b) The importance of departmental accounts. 
(ec) The danger of telling the client how to do his job. 


Comments of a critical nature ensued upon the following 

points : 

(a) The danger of over-emphasising the check obtained 
upon a branch by invoicing at cost price, if the 
invoicing was not supported by periodical surprise 
inspections. 

(b) The importance to the client of the ratio of net 
profit to capital employed where profits were con- 
tinually fed back into the business. 

(c) The possibility that improvement in site value 
might more than compensate for obsolescence of 
buildings. 

(da) The importance of the question of withdrawal of 
profits beyond the amounts the business could stand 
and the possibility of legal enactments being framed 
as a safeguard. 

(e) Income tax provision in accounts. 


Group E. 

The main topic was the attitude of mind of thy 
auditor in giving opinions and advice outside hj, 
statutory duty in the case of companies and his contrac 
in the case of individuals. It was considered that wher 
an auditor as an accountant was called upon to report 
on a given set of conditions he should apply himself mop 
to a clear statement of fact rather than to advising for 
or against a given course. The business capacity and 
character of the client were elements to be considered, and 
were probably equal in importance to the financial position, 
The main consideration ought to be that the client should 
have a clear knowledge of all the facts and risks. The 
taking of the risk was then the client’s responsibility. 

Subsidiary points of discussion were :— 

(1) Valuation of assets from point of view of succession 
on death of owner of one-man company —basis of 
goodwill, &c. 

(2) How far the auditor should study the personal 
interest of the owner of a one-man company 4s 
against the impersonal aspect of the company 
itself. 

(3) Whether advice should be given in writing. [f 
not in writing, could the auditor be sued ? 

(4) The auditor has a duty to see that the proper 
statutory books are maintained as required by the 
Act. 

(5) The duty of the auditor to report on lack of proper 
provision for amortization of leases. 

Group F. 

The tendency to the use of percentages, gross profit 
ratios, &c., was held to be advantageous to the client 
and to the profession, provided the safeguards mentioned 
by the lecturer were taken. 

The paper was considered a counsel of perfection as 
regards the conserving of resources, refraining from 
mortgaging the assets, and anticipating obsolescence, 
and in these and other similar respects it went too far. 
as actountants were already gaining the reputation of 
being over-cautious in their advice. 

Group G,. 

It was pointed out that although the Companies 
Act states that a company shall appoint an auditor 
it makes no provision for a penalty if this is not done, 
and it is therefore possible for a private company 
to have no auditor if all the shareholders agreed. The 
hope was expressed that H.M. Inspector of Taxes would 
insist upon audited accounts in such cases. Regarding the 
lecturer’s suggestion that in investigating fluctuations of 
gross profit a test period should be taken, it was agreed 
that regard must be paid to seasonal fluctuations in selling 
prices and to any wide variations in the rate of gross prolit 
earned on the various commodities sold. 

It was considered that comparative figures should be 
discussed and comparisons made, with the help of the 
client. The lecture suggested that an auditor should 
extend his duties beyond the necessary limits required 
by law or by instructions ; although it was agreed that in 
many cases this was advisable, it was suggested that great 
eare should be exercised as so many clients resent coll- 
ments on their methods, systems and _ policies. 

Group H. 

The major part of the discussion centred round the 
way in which audit and accountancy work Sced, 
and the difficulty experienced in impressing the differ 
ence upon clients. It was generally agreed that all 
cases involved a certain amount of accountancy whic! 
was intensified amongst the smaller type of clientele. 
Members were emphatic upon the value of comparativ’ 
figures, but were not in agreement with the lecturer> 
suggestion that the figures might cover five or six yea® 
though it was agreed the general trend should be watched. 
The opinion of the group inclined to agreement with the 
thesis that certain under-valuations could be accepted, bu! 
with limitations. Other matters discussed included soe 
taking statements, proper entry of share register 4 
minutes, and the power to restrict the scope of the audit. 
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The Paper by Mr. C. Percival Barroweliff was followed by 
one on 


THE EFFECT ON AUDITING OF 
MACHINE ACCOUNTING 


BY 
Major R. N. BARNETT, T.D., A.S.A.A. 
Chairman: Mr. Bertram Nelson, F.S.A.A. 


1. Introduction. 
2. Effect of machinery on actual practice of auditing. 
(a) Adding and calculating machines. 
(b) Book-keeping machines. 
(c) Punched cards. 
(d) Recordak. 


3. Use of machines by auditors. 


4. Legal aspect (sects. 122, 134 and 274 Companies 
Act, 1929). 


5. Effect on investigations. 
6. Results of mechanisation. 


7. The accounting system at the Morris Motor 


Company. 


PREFACE, 

Apart from the short description of the office machinery 
installed at Morris Works, the scope of this paper has 
been confined to the idea conveyed in the title, ‘‘ The 
Effect on Auditing of Machine Accounting.” No attempt 
has been made to describe all the various types of machines 
available or to discuss the advantages and disadvantages, 
and problems connected with office mechanisation, as 
each of these subjects would provide sufficient material 
for a separate paper. A general knowledge of office 
machines now on the market and of their methods of 
producing records has therefore been assumed to be 
possessed by the reader of this treatise. 


1. INTRODUCTION, 

Although some audits are conducted under the 
authority of an Act of Parliament and others are subject 
to private agreements, the objects of all audits are the 
same, namely, the detection and prevention of error and 
fraud. The methods employed by auditors in accom- 
piishing these ends are the result of accumulations of 
experience and legal decisions, and although there has 
not been, up to the present, a definite standardisation 
of audit procedure, audit programmes are drawn up on 
similar, though not identical, lines. The reason for the 
similarity of audit programmes is to be found in the 
fact that the methods of accounting are much the same 
in any business, The list of books used in almost every 
instance includes the cash book, sales and purchases 
journals, and ledgers, together with the journal and the 
general or private ledger. 


During the last ten or fifteen years, however, the 
evolution of office machinery has resulted in changes 
occurring in the methods of book-keeping. Although the 
ultimate results are the same and the principle of double 
entry has been retained, mechanisation has resulted in 
books being of the loose-leaf and card varieties or being 
dispensed with entirely. Many types of machines have 
been “ois yaa with characteristics involving a system 
peculiar to each type, and the normal audit programme 
may need revising when prepared for the audit of accounts 
produced by machinery. 


2. EFFecr OF MACHINERY ON ACTUAL PRACTICE 
OF AUDITING. 


(a) Adding and Calculating Machines. 

In examining the effect of machines on an actual 
audit, it is, of course, necessary to stipulate the type 
of equipment in use. The most elementary form of 
mechanisation is the introduction of the simple adding 
and/or calculating machine, and this is usually effected 
without alteration to the system. These appliances 
relieve employees of the drudgery of casting and cal- 
culating, but do not necessarily offer any corresponding 
advantage to the auditor. He cannot conscientiously 
omit to check important casts such as the cash book 
and wages sheets because they have been made or- 
checked by his clients’ machines and staff ; neither is he 
relieved of the obligation of testing calculations that 
were originally executed by a comptometer. Further, 
although these machines do not of themselves alter a 
system, it may be found that their use has aroused a 
spirit of reorganisation, resulting in some intermediate 
record being dispensed with, and inquiries should be 
made to ascertain if there have been such changes when 
machines of the class under consideration have been 
introduced. Some satisfaction is accorded to the 
auditor inasmuch as he may place greater reliance on 
those casts and calculations which he has not checked 
in the process of testing, but it is imperative that the 
auditor should satisfy himself as to the adequacy of the 
test casts and calculations carried out by him. 


(b) Book-keeping Machines. 

Apart from punched-card machinery, other book- 
keeping or accounting machines are, broadly speaking, 
an elaborated form of the adding and subtracting machine, 
sometimes combined with a typewriter, their capabilities 
extending to the recording of transactions involving 
addition or subtraction. In small businesses it is, 
therefore, possible for one machine to be used for many 
purposes, while in large undertakings distinct machines 
are used for each section of the work. The introduction 
of these appliances invariably involves a change of 
system, and there are several matters to which the 
auditor must direct his attention when these machines 
are installed. 

(i) The most common alteration is the change from 
bound books to loose cards or leaves, and the auditor 
must ascertain what safeguards exist to prevent sub- 
stitution of, or loss of, cards or sheets. 


(ii) The system of internal check must be thoroughly 
investigated. It is usual for female labour to be em- 
ployed to operate the machines with a male clerk in 
charge, who is responsible for keeping the control or 
total accounts compiled from totals obtained by 
machines. The extent of the duties of such a control 
clerk and his access to other records must be carefully 
examined, as this aspect of the system does not always 
receive sufficient attention when machines are installed. 
Further inquiries should be made at intervals to ascertain 
the continuation of the original organisation, as changes 
are more probable and frequent than with the non- 
mechanised system. 

(iii) Having considered what may be termed the moral 
side of the internal check, attention may be directed 
to the adequacy of the arithmetical check and to ascertain 
whether the general principles of book-keeping have been 
satisfied. With most machines of the type now under 
consideration, provision is made for the production of a 
totalled summary of the transactions entered, and the 
operations usually involve the insertion of the previous 
balance and the current transaction, the machine 
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automatically producing the new balance; thus, the 
summary sheet will show the total of the old balances, 
the totals of the transactions entered, and the total of 
the new balances. The so-called proof then consists of 
balancing the total of the old balances with the total 
of the new balances adjusted by the debits or credits 
entered. As the printing of these totals usually clears 
the machine, it is convenient to write the “ proof” by 
hand at the end of each summary sheet. This method 
of proof, however, is of itself insufficient, as an incorrect 
debit or credit may be entered without the error being 
disclosed. An additional check should be obtained by 
totalling or “ pre-listing” the items to be entered, 
preferably by a different operator on another machine. 
Pre-listing is a separate operation and can be done on a 
simple type of adding machine, the chief object being to 
obtain independent totals of the items to be entered on 
the book-keeping machine, in order that the totals given 
by this latter machine may be substantiated. 

** Pre-listing ”’ the previous balances will also serve 
us a useful check when such balances are only copied 
onee by the operator or to guard against the operator 
memorising or copying a wrong figure when the balance 
is entered twice on the machine. An analysis of items 
posted, which is sometimes produced by the machine, 
will also provide a check on the entries made. 

The foregoing offers a few examples of the means 
of ensuring an adequate arithmetical check on the work 
performed by machines, but individual cases must be 
examined by the auditor. It may, in fact, be profitable 
for the auditor to have the particular type of machine 
demonstrated and errors deliberately introduced in the 
demonstration in order that he may see the cffect and 
result of mistakes. 

(iv) Although it is unnecessary for an auditor to have 
«a complete knowledge of the intricacies of the mechanism 
of these appliances, he should know whether it is possible 
for the machines to be manipulated to produce an 
incorrect result. Further, the possibilities of mistakes 
occurring through wrong operation, such as the incorrect 
placing of the adding registers on machines so equipped, 
should be investigated. 

(v) few machines are equipped with any device to 
ensure that an item is posted to the correct account, 
and there may be a greater tendency for errors of this 
type to be committed. It is true that they occurred 
with non-mechanised systems, but in these cases the 
ledger clerks usually had a personal knowledge of each 
account, and any unusual transaction on a_ particular 
account was likely to be noticed and, if wrong, corrected. 
The time available for ledger posting by machinery does 
not permit the operator to have this intimate knowledge 
of each account and there is, in consequence, more 
opportunity for errors of this class to pass unnoticed. 

(vi) The introduction of machinery often involves the 
use of one or more codes, and it may be necessary for 
the auditor to translate some of the information sub- 
mitted to him. As great importance may attach to 
the correct interpretation of a number, as in the pur- 
chases analysis, he may deem it necessary for an adequate 
description to be inserted before he receives the document 
or book. 

Although with mechanisation there is a tendency to 
dispense with the bound book, printed records are avail- 
able at every step of the work when book-keeping 
machines are employed. In compiling an audit pro- 
gramme, it becomes necessary to consider first the various 
divisions of book-keeping and then to ascertain how the 
work of each division is accomplished and what records 
are available for auditing. 


The division which usually claims priority of attention 
is that involving cash transactions. For dealing with 
cash receipts, the machine manufactured by the National 
Cash Register Company has many commendable features, 
Receipts are printed by the machine, the amounts 
totalled and analysed, and the totals produced are under 
lock and key. Providing safeguards are observed, such 
as the operator not having access to the locked total 
and the certainty that machine receipts are given for 
all cash received, the system is most satisfactory. The 
machine-printed list may be used to form the debit 
side of the cash book or to compile a summarised version 
of it, in which case the main cash book may be a hand- 
written bound book. In either instance the audit may 
proceed in the usual manner, as a written record jis 
available and its compilation has been on a more reliable 
basis. 

Both sides of the cash book may be prepared by 
means of receipt-writing and cheque-writing machines, 
and there is little difference between auditing a cash 
book so prepared and auditing the orthodox written 
book. An advantage exists where duplicate lists, prepared 
by the machines in the same operation as the receipts 
and cheques, are used for banking purposes. 

To cope with the sales transactions, most of the 
machines produce a statement, post a ledger sheet, 
balance each account and print a totalled and analysed 
journal or summary sheet of the entries. It would 
appear, therefore, that the records available are similar 
to those of a manual method and the audit procedure 
would be similar. ‘Tests should still be made and casts 
checked, but once the auditor is satisfied as to the 
“soundness of the system, he will have less cause 
to doubt or worry about the arithmetical accuracy of 
the work, and may in consequence devote more time 
to the consideration of such matters as the adequacy 
of the reserve for bad debts, the scrutiny of individual 
accounts for the age and state of each debt, and the 
nature and reason for credits to the debtors’ accounts, 
other than cash. 

Some businesses have dispensed with the sales ledger 
by keeping a copy of the statement in an unpaid file 
until a settlement is made, when the copy is transferred 
to the paid file. If such a system is in operation, 
frequent balancing with total accounts is essential, and 
the composition of the total accounts should be carefully 
examined. As the audit usually takes place after the 
close of the accounting period, it will probably be 
necessary to reconstruct the unpaid file to its condition 
at the end of the period under review, but in this con- 
nection consideration should be given to the reference 
made on the use of the Recordak machine. 


The recording of purchases transactions may be 
accomplished by book-keeping machines with the produe- 
tion of a creditors’ ledger and a slip showing a balance 
due which may be compared with the supplier's state 
ment. Due to the limited analysis available on this 
class of machine, the summary sheet will probably not 
be a sufficient substitute for the usual purchases journal, 
and a supplementary analysis system may be in operation. 
Whatever method may be in force, it should be possible 
to compare all lists and returns with the original invoices. 
Where machines are in use, it is usual for totals to be 
readily obtained, and these help to provide at least # 
partial arithmetical check. A practice tending to become 
popular is the abolition of the creditors’ ledger, and 
when this state of affairs exists much importance attaches 
to lists and total accounts which are compiled by 
machines. Although some mechanised systems may be 
ngenious, it often means that the auditor must exercise 
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greater care. It is true that the books or their sub- 
stitutes may balance easily and quickly, but the alteration 
of some intermediate record may involve the checking 
of more detail or the need of greater reference to other 
documents. Where book-keeping machines are used to 
produce records similar to those contained in bound 
books, the audit procedure is not changed to any large 
extent and the auditor may be able to satisfy himself 
that there is generally an improvement in the arith- 
metical accuracy of the work. Important totals, such 
as wages, must still be checked by the auditor, and 
there must always be a certain amount of routine checking, 
but once certain safeguards have been firmly established, 
it is usual to find that there have been improvements in 
all aspects of the internal check. 


(c) Punched Cards. 


When punched cards and their associated equipment 
are used, it is possible to compile the usual form of 
final accounts without the employment of any book or 
intermediate printed record between the original docu- 
ments and the final one, although, for convenience, even 
in cases where no books are used, intermediate tabulations 
are prepared for office use. In contradistinction to this 
system, the machinery may be used to produce tabula- 
tions which form either a loose-leaf form of the usual 
books of account or the basis upon which such bound 
books may be written and compiled by hand. Various 
methods exist between these extremes and, before 
considering the effect of the use of punched card 
machinery on an audit, the theory underlying this form 
of mechanisation should be examined. Briefly, cach 
fact is recorded in its single and simplest state by 
punching the information on a card. Cards may be 
sorted by machine into numerical sequence or any 
desired classification or group, while the tabulating 
machine enables the individual facts contained on the 
cards to be amalgamated to give the desired totals and 
to be printed. 


In manual methods, cach item of information was 
recorded in a fixed position as often as was necessary 
to compile the required books, and the facts were clearly 
visible in each of these books. With punched card 
machinery the items of information are, in most cases, 
recorded once only, the single record being in the easily 
transferable form of a loose card. For example, in the 
usual hand written cash book receipts were listed on 
the debit or left-hand side and, once there, a removal or 
alteration of any particular item would be at once 
‘pparent on examining the particular page. ‘The removal 
or substitution of a single punched card from a drawer 
full of similar cards, punched to record cash receipts, 
would not be discoverd by such a simple examination, 
if the drawer full of cards was regarded as the only 
form of cash book necessary. It might be said that 
with punched card machinery everything is on the loose- 
leaf principle, and consequently additional precautions 
are heeded from an auditing viewpoint. Attention should 
be specially directed towards the possibility of un- 
authorised persons having access to the files of punched 
tards, as the removal or substitution of a card to cover 
some manipulation is easier than alteration to a written 
record. It might even be necessary for a separate 
inachine department to be established directly responsible 
only to the chief accountant. ‘Those precautions 
‘numerated when considering book-keeping machines 
should still be observed, but that concerned with arith- 
metical accuracy (No. iii) needs reconsideration. One 
feature of the punched card system is that the human 
lement is used only once to record a fact and once 
‘gain to check that recording, all further copying, &c., 


being mechanically performed. Thus, providing the 
initial punching of the card is correct, subsequent errors 
can only be introduced through a mechanical fault in 
the equipment. For this reason, the auditor should 
insist that all initial punching is checked or verified. 
As the manufacturers supply special verification punches, 
there should be no difliculty in incorporating this checking 
in the system. Even when verification of punching is 
in operation, the auditor has no guarantee that informa- 
tion on the original document agrees with that contained 
on the appropriate punched card, unless some independent 
check is available, such as the total obtained by listing 
the information on the original documents on a separate 
adding machine and agreeing that total with the one 
obtained by listing and totalling the punched cards 
concerned on the tabulator. It would appear, therefore, 
that the auditors should, in all cases, be able to compare 
the information punched on the cards with that on the 
documents originating the records, and further, where 
possible, to substantiate totals obtained from the cards 
and their equipment by some other evidence. ‘To render 
this procedure practicable, it is necessary for tabulations 
of the punched cards to be made, as these printed and 
totalled lists are a more reliable and satisfactory record 
of transactions, They should, when no books are kept, 
be regarded by the auditor as the official records of the 
undertaking on which he bases his report. This rightly 
relieves him of the onus of obtaining important informa- 
tion direct from punched cards and of relying entirely 
on these easily transferred records. ‘There are some 
sections of the work, however, where the detailed 
information obtainable from the original record is too 
voluminous to permit of a completely detailed tabulation, 
and in such cases the auditor would have to resort to 
testing by checking the actual punched card with the 
original document. 


Although alphabetical descriptions can be produced 
by tabulators, in conjunction with suitably punched 
cards, it will be found that, in most cases, all information 
is coded and the auditor must therefore be prepared 
to deal with this according to the individual circumstances 
and his ability to learn codes ; as previously indicated, 
he may deem it necessary to require the translations to 
be inserted on documents produced to him. 

It would be difficult to compile a general audit 
programme to deal with all or any punched card installa- 
tion. Audit procedure must depend upon the system 
in use, and before commencing his duties the auditor 
should take steps to become thoroughly acquainted with 
it and, if possible, should acquire some practical 
experience of the equipment. 

Much importance will attach to total or control 
accounts, and care must be taken to see that the figures 
used in the compilation of these accounts agree with 
all similar totals of tabulations used for other purposes. 
For example, the total of the tabulation showing cash 
received from debtors must agree with the total cash 
credited in the ledger control account in respect of 
debtors. 


After the tabulations have been checked by the auditor, 
he should initial each one, and ensure they are preserved 
in some form of binder, together with whatever supple- 
mentary tabulations he has had produced to complete 
the information relevant to each particular section of 
the work. There will then be available, in a more or 
less permanent form, information equivalent to that 
obtainable from the usual bound books. In instances 
where tabulations are not required or produced, the 
information on the cards may be substantiated in total 
by having the cards put through the tabulating machine 
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in the auditor's presence. This procedure leads to the 
consideration of the use of machines by the auditor, a 
matter which is dealt with below. 


Creditors’ and debtors’ records may be kept in the 
form of loose-leaf ledgers, the sheets being printed by the 
tabulating machine from information contained on the 
punched cards, and it is interesting to note that means 
are available for ensuring that transactions are posted 
to the correct personal account, as the account number 
is repeated every time an entry is made, and further, on 
one type of equipment the machine prints on the account 
already in the machine the number of the next account 
to which the subsequent item is to be posted. 

Many other ingenious devices are available in this 
type of equipment and, provided certain safeguards are 
observed, they tend to ensure greater arithmetical 
accuracy and, when tested and proved, more satisfaction 
to the auditor, 


(d) Recordak. 


There is another type of machine now available in 
this country which may prove to be of considerable 
assistance to the auditor. It is the ** Recordak,” and in 
essence is a camera capable of photographing documents 
on to miniature celluloid film, which can be subsequently 
examined through a special projector which reproduces 
the image at the size of the original. 


It is at present used chiefly by banks to photograph 
cheques passing through the various departments, though 
it could, and may in the future, be used to photograph 
cheques received by other undertakings, as well as sales 
invoices, outstanding accounts payable and receivable, 
and other commercial documents. In systems where the 
total of the sundry debtors at the end of an accounting 
period depends upon the total of cards or slips in an 
“unpaid file” at a certain time on a particular day, 
the auditor has to work back to that total, when the 
audit is conducted at a later date, as by then the physical 
position of the cards has altered due to subsequent 
payments. This work could be considerably facilitated 
if a complete photographic record of the cards in the unpaid 


file at the close of the period was available for the auditor. 


Provision is made on the machine for each film picture 
to be marked to indicate it has been audited, and it 
would seem that wherever this machine is in use it will 
be a definite contribution to the satisfaction of the auditor 
and his work. 


3. Tue Use oF MACHINES BY AUDITORS. 

Much has been written on the subject of mechanical 
accounting, but little has appeared on the theme of 
mechanical auditing, or more correctly, lest such a 
phrase should convey the wrong impression, the use of 
machines by auditors. Not an inconsiderable portion 
of auditing consists of checking casts and calculations, 
and in the past accountants employed juniors and 
articled clerks to perform these tasks mentally. Nowa- 
days, however, most accountants’ offices are equipped 
with adding machines, and few people will deny that 
it is speedier and more efficient to use a machine such 
as the Comptometer for checking casts and calculations 
than for this work to be performed without mechanical 
aid. Continuing this aspect of the effect of accounting 
machines on auditing, it is within the bounds of possi- 
bility for an auditor to have a complete installation of 
punched card machinery under his control, when the 
audit of accounts prepared by similar machinery might 
be conducted by the auditor’s staff using verification 
punches to check the client’s punched cards (from the 
originating documents), and subsequently for the same 
_ cards to be sorted and tabulated on the auditor’s machines 


to check the figures submitted for audit. This would, 
of course, afford only a complete arithmetical check, 
and it would still be necessary for the auditor to 
scrutinise the original documents and perform the usual 
vouching. 


The introduction of punched card machinery has 
resulted in a great increase of detail; it is, in fact, a 
feature of the system that every detail is recorded, as 
the machines make it possible for details to be collated 
and rendered in a multiplicity of returns used as instru. 
ments of management and control. There may be a 
tendency, therefore, for more detail to be checked by 
the auditor and, unless he has greater recourse to testing 
and “sampling,” he will have to employ a medium of 
checking parallel with that used for compilation. 


4. LeGaL Aspect. 

Through the necessity of employing loose sheets or 
ecards in accounting machines, some doubt has been 
raised whether records kept on these media satisfy the 
legal requirements in respect of the keeping of accounts, 
The most important statutory obligations affecting 
auditors are contained in sects. 122, 184 and 274 of the 
Companies Act, 1929, and these refer to the keeping of 
“proper books of account” and their audit. The 
question is whether a collection of loose sheets in some 
form of semi-permanent binder, or cabinet containing 
ledger cards or punched cards, constitutes a book in a 
sense sufficient to satisfy legal requirements. 


No statutory definition of a book is available, but 
the judgment of Mr. Justice Bennett in the Learts 
of Oak Assurance Company case during October, 1935, 
aroused a fresh anxiety and resulted in Counsel’s Opinion 
‘being sought by the Institute of Chartered Accountants. 
The case in question concerned a minute book and 
whether the “chattel” submitted was a book within 
the meaning of sect. 120 of the Companies Act, 1929. 
The Judge’s decision was as follows :—** The thing which 
Mr. Morton called a Minute Book consisted of a number 
of loose leaves fastened together between two covers in 
such a physical condition that, at any moment, anybody 
who pleased to do so could take out any number of 
leaves and substitute any number of other leaves. This 
was a thing which people, if they were minded to be 
dishonest, could readily and easily tamper with, without 
anybody being able to see that it had been tampered 
with. What he had to decide was whether this thing 
was a book within the meaning of sect. 120 of the Com- 
panies Act, 1929. So far as he knew, there was no 
authority on the question, but he would hold that it was 
not a book as he thought it most undesirable that any 
thing that could be added to or taken away from at any- 
moment without anyone being the wiser should be put 
in as evidence under the section. On that ground he 
found that what was tendered was not a book within 
sect. 120, and he rejected the evidence.” 


The Counsel’s Opinion emphasised the fact that the 
judgment dealt only with the form of book submitted 
and its failure to satisfy the requirements of the seetion 
of the Companies Act in question—sect. 120, It was 
thought that the decision did not cover the meaning 
to be attributed to the word “ book” in other section 
of the Act, and that acceptance of the decision as being 
accurate did not in any way affect the position of the auditors 
of a company. Reference was made throughout this 
Opinion to “ loose-leaf books,” and it would appear that 
the products of the book-keeping class of machines and 
the tabulations of punched cards, held together by s°™ 
means or other, may constitute a book. In system 
using punched card machinery and employing "0° books 
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of account either in the form of tabulations or otherwise, 
the records in place of books may take the form of 
drawers full of punched cards from which “ at any moment 
anybody who pleased to do so could take out any number 
of cards and substitute any number of other cards. This 
was a thing which people, if they were minded to be 
dishonest, could readily and easily tamper with, without 
anybody being able to see that it had been tampered 
with.”” Printed tabulations, bound in some form and 
initialled by the auditor, as previously recommended, 
could not be so easily tampered with and would be more 
likely to receive judicial recognition. It would appear 
that the legal guidance available to auditors concerns 
“ Joose-leaf books ” and provides reassuring information 
as to their use, but whether a pack of cards can be 
included in the definition of a “ loose-leaf book ” has yet 
to receive legal benediction. 


5. Errecr ON INVESTIGATIONS. 

Closely allied to auditing is the examination of accounts 
with the object of obtaining specific information, such 
as that desired by a prospective purchaser of a business, 
or the extent of some defalcation or fraud. This involves 
reference to books and vouchers of past periods and, 
with manual systems of accounting, much of this informa- 
tion was readily available in the various journals and 
ledgers which were preserved for many years. With 
mechanised systems there is a tendency for details to be 
retained on the forms produced by the machines and for 
bound books, where they are kept, to contain only totals. 
If the machine records are retained for a lengthy period, 
the investigator will have more detail available for his 
use than he would have had if machines had not been 
used to compile the accounts under examination. The 
danger is, however, especially with punched card 
machinery, that as so many detailed returns are produced 
there is a temptation to scrap them when they have 
served the managerial requirements and the accounts 
to which they relate have been audited. Even when 
machine records are available, those examining them 
may have the task of decoding the information, and some 
care may be required to ensure that the correct key to 
the code is obtained. In cases involving defalcations, 
it may be necessary to acquire a complete understanding 
of a mechanised system in order to ascertain the amount 
involved. Machinery, therefore, may prove to be of 
considerable assistance to investigators inasmuch as 
more detail can be available or be made available, but 
this advantage can be discounted if such detail is not 
preserved for a sufliciently long period. The work of 
examination may also be hampered when machines have 
been used if the information is not in an easily read form 
or if an involved system has to be studied before the 
work can be commenced. The machine that would 
undoubtedly prove of great value in this work is the 
“ Recordak,” as records covering many years can be 
stored in a comparatively small space and yet be easily 
and readily available. 


6. RESULTS OF MECHANISATION, 

In an attempt to summarise the effect of machine 
accounting on auditing, it may be said that if due care 
and forethought, coupled with the correct professional 
advice, have been exercised in the installation of the 
machinery, the auditor should be able to satisfy himself 
4s to the soundness of the system. When this state of 
affairs has been established, it is usual to expect a general 
mprovement in the internal check, especially in the 
standard of arithmetical accuracy. It remains to be 
seen whether such improvements and standards can be 
8© consistently and reliably maintained and repeated as 


to enable auditors to dispense with a large proportion of 
routine checking. Much time is devoted to checking 
casts and double entry, and if this work can be accom- 
plished by machinery belonging to either client or auditor, 
more attention could be paid to other aspects of auditing, 
such as the further consideration of the information 
disclosed in the final accounts. On the other hand, it 
may be necessary for all the information dealt with by 
machinery to be checked by auditors, and this will only 
be possible by instituting a full-time audit staff, either 
internal or external to the undertaking. Alternatively, 
the American method of specialised audits may be 
adopted, where each section of the work may be subject 
to a separate audit. 


7. Tue AccounTING SysTEM AT THE Morris Motor 
COMPANY. 


Since preparing the foregoing paper, I have had the 
privilege of visiting the Cowley works and offices of the 
Morris Motor Company. Arrangements have been made 
for a visit to Cowley during this course, but as a matter of 
interest and for the information of those who may be 
unable to see the accounting methods of this company, 
I propose to give a brief description of the system in 
operation. Use is made of the “ Burroughs” book- 
keeping machines for compiling the debtors’ ledgers and 
statements, while Remington machines are used for 
writing receipts and bank lists. Comptometers and 
adding machines are also used for checking invoices and 
making casts. 


The organisation of the business, which at the Cowley 
works mainly consists of the assembly shops, does not 
necessitate an elaborate costing system, the chief require- 
ments being the recording of cash, purchases, sales and 
stocks. 


The cash received is listed in duplicate and totalled when 
the receipts are made out (also in duplicate), these records 
being the product of one operation on the Remington 
receipt writing machine. The duplicate receipt is used 
as the authority for posting to the personal account, while 
one list is used as the cash book and the other as the 
bank paying-in slip. 


The chief feature of the purchases records is that no 
purchase ledgers are kept, as it is maintained that they 
serve little useful purpose. Invoices are received in 
duplicate, one copy being used for purposes of payment 
and the other for analysis. When the statements are 
received, comparison is made with the invoices authorised 
for payment, and payment is made in accordance with . 
these invoices. After an account has been paid the 
statement with the appropriate invoices attached is filed 
in a “ Paid Accounts ” folder. There is a separate folder 
for each supplier, the folders being filed alphabetically 
and the contents retained therein for one year, after which 
they are transferred. The invoices used for analysis 
purposes are filed according to the allocation, thus pro- 
viding information equivalent to that obtainable from the 
orthodox purchases journal. 


Invoices for sales are made out by various departments 
and subsequently sent to the accountant’s department, 
where by means of consecutive numbering a check is 
made to see that all the invoices have been received from 
each department, After being “ pre-listed ~ and sorted 
into alphabetical order, they are used as original docu- 
ments for machine ledger posting, These machines 
prepare the statement, post a ledger card, balance the 
account and compile a summary sheet or journal, in one 
operation. The totals printed on the summary produced 
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by these machines are agreed with the totals obtained by 
pre-listing, or with the totals obtained from the Remington 
machines, whichever is applicable. 


The system affords an example of machines being used 
to obtain records similar to those obtainable by manual 
methods, but with the advantage of increased arithmetical 
accuracy, all the irksome casting, subtracting and calcu- 
lating being mechanically performed. A talk with the 
auditors of this concern gave the impression that they 
welcomed mechanised accounting, as it relieved them of a 
lot of drudgery and allowed them to devote more time 
to matters of principle and less to matters of routine. 


Discussion. 
Grovp A. 

It was considered that machine accounting is still 
in its infancy, but that it has come to stay, and 
that it is the duty of accountants to bring and keep their 
knowledge up to date. 

Whilst it appeared that it might be possible to produce 
a system of machine accounting satisfactory to an auditor 
in all respects, the following difficulties (inter alia) were 
mentioned :— 

1. The difficulty of effecting a test check over a selected 
period owing to the fact that so many files had to be 
called for, thereby making the work laborious. 

2. The inadequacy of detail supplied by machine state- 
ments. (Methods adopted by some of the banks in 
this connection were criticised, and the trouble 
which will in future be encountered in back duty 
cases was mentioned.) 

3. The greater risk of errors in posting due to the lack 
of personal knowledge by operators. 

4. The difficulty in checking vouchers. 


Group B. 

It was considered by one member that the general 
ledger at least should be written by hand, keeping 
a control on the accounts. His idea was: “ Here is a 
bound book containing the whole results of the concern— 
I can work back on my audit from here.” 

Although members generally were doubtful as to control 
of an audit where machine accounting was in operation, 
one member had no doubts whatsoever in regard to such 
control. He has worked the system for years, and con- 
sidered it a “* super-system.” 

One member suggested that sheets put through the 
machines should be made in a uniform size. Apparently 
the operator determines the length of the sheet, and may 
produce sheets containing the records on varying lengths 
of paper. 

Members were rather alarmed to hear the lecturer suggest 
that auditors should purchase an entire equipment of 
machines to complete audit of records which are prepared 
on machines. 


Group C. 

The following points arose in discussion : 

Machines facilitate the preparation of stock sheets 
and accounts. The work of the machines is tested 
physically. 

Some auditors, particularly district auditors in local 
government audits, occasionally refuse to audit loose-leaf 
records unless all sheets are numbered and initialled and 
locked in a bound book before being presented to them for 
audit. The legal aspect of loose-leaf books was discussed, 
and the decision in the Hearts of Oak Assurance case duly 
noted. It was generally agreed that the decision that the 
loose-leaf minute book was not a book within the meaning 
of sect. 120 of the Companies Act aroused fresh anxiety in 
the minds of Incorporated Accountants. 

Cheque signing machines saved time, but the possibility 
of fraud was apparent unless the machines were kept under 
lock and key. Even so, it was necessary to have a 
periodical audit to prevent fraud. 

Compensating errors were not usually shown by the 
machine and errors were detected physically. 


It is apparently necessary to retain the journal for 
recording dishonoured cheques, allowances, &c., as the 
machine does not cater for these entries. 

The additions by one operator on a machine are always 
checked by a second operator on another machine. It was 
agreed that the errors in the additions in practice were 
very few. 

One member of the group informed the meeting that a 
very big manufacturing concern employed a firm of 
accountants to check the whole of the work done by their 
mechanised system, for which a separate fee was agreed. 

In conclusion it was agreed that the machines should 
be made to suit the system, and not the system to suit 
the machines, and it was advisable for the system to be 
installed gradually rather than en bloc. 


Group D. 

The discussion on this paper, although exhaustive, 
was of a general nature. The great advantage was 
noted of speeding up the production of accurate results 
with its consequent tightening of control. This was followed 
by elaboration of certain points by the lecturer. 


Group E. 

It was pointed out that the introduction of machines 
in no way relieved the auditor of his legal respon- 
sibility. He is still liable for negligence if he 
failed to detect fraud. There is a danger where one 
person only is in sole and complete control of a mechan- 
ised system. Embezzlement by him might be easy and 
difficult for the auditor to detect. A good system of internal 
check is necessary. It was decided that the test of a 
system of internal check lay in how far collusion could be 
made a necessary factor towards effecting fraud. A dis- 
cussion ensued on how far the auditor could rely on 
internal check and satisfy his duty by carrying out 
effective tests. 

Faults of Punched-Card Machines.—Liability of ten- 
shilling striker to go wrong by reason of wear resulting 
from use. 

Cards may get damp, and do not always go into the 
machine flat, thus causing jambing—card may be punched 
in between two figures and sort differently in successive 
operations, causing error. 

Fractures may occur in type hammers of tabulating 
machines due to constant blows—operator may drop a 
pencil in the working part of the machine, &c. (In practice 
errors were infrequent and breakdowns quickly remedied.) 

Peak periods and ‘“ bottle-necks *” and their remedies 
were discussed. 

Faults of Typewriter Machines.—Faulty carbons may 
not reproduce on copy. In one instance error in carbon 
copy of bank pass book due to a hole in carbon caused 
trouble to auditor. 

Ten-shilling key wear causes error. 
have device for taking up wear. 

Human Factor.—Machines did not dispose of the 
human factor as regards error. Indicators had to be 
set in sorting machines; correct combinations set on 
tabulating machines ; registers and cross footers placed 
in correct position on typewriting machines. : 

Probability of human error greater in typewriter 
accounting machines than on punched cards—counter- 
acted by various forms of proof—pre-lists, &c. 

Introduction of machines into an office should be gradual 
—one section at a time should be mechanised—com- 
mencing with, say, bought ledgers, and extending 
other sections as staff become trained and proficient. 


Some machines 


Group F. 

Much discussion took place over the Hearts of Oak 
Assurance Company case regarding the Minute Book 
of Companies, and the question whether under this 
ruling a “ book” under Sect. 120, and a “ book of 
account ” under Sect. 122, &c., was the same. If this 
were the case, the whole structure of loose-leaf and machine 
accounting was in peril. : 

The effect on the audit by the total elimination of certai 
records such as the bought ledger was discussed. 
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The legal aspect of ** punched cards” has yet to be 
decided, but it was pointed out that these cards were only 
the initial record, and, although it is possible to keep the 
whole accounts by such methods, it is more usual to 
transcribe the punched cards on to loose-leaf ledgers as 
is done by the ordinary accounting machines. 


Group H. 

There was some concern over the effect of machines 
upon internal check, and the necessity for a change 
of operators was emphasised. The necessity for 
avoiding manipulation of machines was mentioned, and 
it was stated by one member that ‘“ provided essential 
safeguards *—-words used by the lecturer—-were very 
important words. 


On Friday, July 15th, a Paper was given on 


THE NATIONAL DEFENCE 
CONTRIBUTION 


BY 
MR. H. E. SEED, A.C.A., A.S.A.A. 


Chairman ;: Mr. R. Wilson Bartlett, J.P., F.S.A.A.., 
Past President. 


It is, of course, not possible, in the time at my disposal, 
to give an exposition of ali the details of the N.D.C. 
Nor does it seem desirable in any case that I should make 
the attempt, since to do so would necessarily involve 
the recital of much trite matter, with which my hearers 
will already be familiar. I propose, therefore, after 
glancing at the origin and basis of the tax, to confine 
my observations to certain points arising in the com- 
putation of profits, and the ancillary matters of the 
carrying forward of losses and the treatment of subsidiary 
companies. 

1. THe OriciIn or tHE N.D.C. 

The N.D.C. was originally designed as a tax on the 
growth of profits only, the justification put forward by 
the Chancellor being, apart from his need of the revenue, 
the claim that (to use his own words) :— 

“. . . the Government have played a large part 
in the [trade] revival by creating the conditions 
under which this great activity has become possible.” 

It seems to me that, if the Chancellor’s premises were 
sound, the form of N.D.C. originally proposed had certain 
points in its favour. 

In the first place, it attempted to tax, not all the 
profits, but only the growth of profits which was 
assumed to be due to the special circumstances of the 
time. 

In the second place, an endeavour was made to apply 
the economically sound principle of graduation in taxa- 
tion by basing the rate of tax on the rate of yield from 
the capital employed, after taking account of the degree 
of risk in the industry concerned. 

In the third place, it would probably have made more 
work for accountants than any tax to which this country 
has yet been subjected. 

Unfortunately the framers of the proposals seem to 
have overlooked the second of Adam Smith’s maxims 
of taxation, which is to the effect that :— 

“The tax which each individual is bound to pay 
ought to be certain and not arbitrary. The time 
of payment, the manner of payment, the quantity 
to be paid, ought all to be clear and plain to the 
contributor. . . .” 

The first proposals were killed by their complexity ; 
“” great was the clamour for a simpler tax that in the 
end, as we all know, Mr. Chamberlain yielded to the 
pressure, with the result that the present N.D.C. emerged. 


Il. Tue Basis oF THe Tax. 

In principle I think it may fairly be said that the 
N.D.C, fulfils (relatively) the requirement of simplicity. 
Such complexities as exist seem to arise from the form 
of draughtsmanship employed rather than from the 
structure of the tax itself. It is a tax of a flat rate on 
the profits of trades and businesses. As you know, the 
rates of tax are 5 per cent. in the case of a trade or 
business carried on by a body corporate and 4 per cent. 
in the case of other trades or businesses. 

A body corporate is a body consisting of one or more 
individuals treated by the law as a unit, in particular 
such a body consisting of persons endowed by law with 
the right to perpetual succession, and to act as a single 
person. The most familiar instance is that of a company 
incorporated under the Companies Act, but the expression 
also covers, inter alia, such bodies as those incorporated 
by Royal Charter, special Act of Parliament, bodies 
incorporated under the Building Societies Acts, Industrial 
and Provident Societies Acts, and municipal corporations. 

It is interesting to note that whilst a partnership 
firm is not in England a body corporate, it is regarded 
as such in Scotland. It would seem, therefore, that 
partnership firms in Scotland are legally liable to pay 
N.D.C, at the rate of 5 per cent. I may say, however, 
that the Somerset House authorities have assured me 
that they do not intend to press this point. Presumably 
they do not wish to be the cause of a second Battle of 
Bannockburn ! 


IIT, Exemprion AND ABATEMENT Limits. 

There is an exemption limit of £2,000 per annum, 
with a scheme of abatements where the profits are less 
than £12,000 per annum; these abatements vary 
inversely with the amount of the profits. I can under- 
stand the necessity for an exemption limit, as otherwise 
there would be a large number of small assessments, 
the amount of tax payable under which would not 
justify the cost of collection. I am a little at a loss, 
however, to understand the justification for the abate- 
ments up to £12,000. The usual reason for a graduated 
rate of tax is that of the adjustment of the incidence of a 
tax in accordance with the capacity to pay, but it seems 
difficult to defend the system of abatements in the case 
of the N.D.C. on this ground, since obviously a business 
making less than £2,000 a year, which might be relatively 
a very prosperous business, might be owned by wealthy 
persons, whilst another business, making more than 
£12,000 a year, which is nevertheless not a prosperous 
business, after taking into account the capital employed, 
might conceivably be owned by poor persons. An 
industrial and provident society is an illustration which 
readily occurs to one. 


1V. Tue Periop or Cuarce, 

Sect. 19 (1) of the Finance Act, 1937, charges the profits 
of the trades or businesses concerned for a period of five 
years from April Ist, 1937. 

As only a minority of concerns liable to the tax are 
likely to have accounting periods exactly co-terminous 
with the period of the charge, machinery has had to be 
provided for the determination of the accounting periods, 
and chargeable accounting periods. This machinery is 
provided in sect. 20 of the Act. It will be seen from a 
reference thereto that the Commissioners of Inland 
Revenue are given wide arbitrary powers in this connec- 
tion and there would seem to be no right of appeal 
from their decisions. Apportionments are to be on a 
time basis unless the Commissioners of Inland Revenue 
otherwise direct. Does this mean that, in any case 
where the accounting period does not begin on April Ist, 


Po ee 
tel a ——_—_—_—_———_—_—_—_———————[[[>>>™_—I—————ToOoOo———————_—_—==a[{={={"=a[a[lan""_=_=_=__ 
ir 
e 
S$ 
S 
e 
a 
of 
ir 
1. 

id 
it 
re aS 
ee 
€, 
AS 
ts 
a 
l- 
he 
ne 
n- 
id 
al 
a 
be 
is 
on 
ut 
n- 
ng 
ual 
m- 
to 
Jak 
ok 
his 
of 
his 
ine 
aid 


406 


THE INCORPORATED ACCOUNTANTS’ 


JOURNAL. 


[AuGusT, 1938 


1937, the taxpayer is at the mercy of the Board of 
Inland Revenue ? 

Consider, for example, the case of a business the 
accounts of which have been made up to December 31st 
every year for a number of years and are made up to 
December 31st, 1937, showing a profit for that year 
of, let us say, £60,000. An apportionment on a time 
basis would make the profits of the chargeable accounting 
period from April Ist to December 31st, £45,000. The 
directors happen to know, however, that the whole of 
the £60,000 was made prior to March 31st. Must they 
necessarily consent to an assessment on £45,000 when, 
if the yearly accounting date had been March 31st, 
there would have been no assessment at all ? 

On a reference to sub-sect. (5) of sect. 20, it seems 
doubtful whether this is the case. Suppose that, in 
addition to the annual accounts to December 31st, 1937, 
accounts were prepared for the nine months from 
April Ist to December 31st, 1937. The chargeable 
accounting period is the part of the yearly accounting 
period to December 31st which falls within the five 
years commencing April Ist, 1937. Therefore the first 
chargeable accounting period is from April Ist to 
December 81st, 1937. Sub-sect. (8) provides that 
where a chargeable accounting period is not a period 
for which accounts have been made up, division and 
apportionment to specific periods must be made. And 
that is the only case in which division and apportion- 
ment can be made. But in the case we are supposing 
the chargeable accounting period is a period for which 
accounts have been made up. Therefore, does not the 
provision for division and apportionment become in- 
applicable, since the condition precedent is not fulfilled ? 
In that event must not the authorities accept the accounts 
for the nine-monthly period, which ex hypothesi would 
show no profits? I would suggest that this point is 
worthy of consideration, If my suggestion is sound, 
it might prove valuable in an appropriate case. 


V. Tue ComputTation OF PRorFitTs. 

For the purpose of N.D.C,. the profits in each chargeable 
accounting period are to be computed on income tax 
principles, as adapted in accordance with the provisions 
of the Fourth Schedule of the Act. The expression 
“Income Tax Principles” means the principles on 
which the profits arising from the trade or business are 
computed for the purposes of income tax under Case I 
of Schedule D, or would be so computed if income tax 
were chargeable under that Case in respect of the profits 
so arising (sect. 20 (1)). The vast majority of trades 
or businesses liable to N.D.C. will be assessable to income 
tax under Case I of Schedule D, but there are exceptions. 
Husbandry is a case in point. The conventional basis 
which applies under Schedule B to husbandry will have 
no relevance so far as N.D.C. is concerned, and where 
the profits of a business of husbandry are likely to exceed 
£2,000 per annum, accounts in the ordinary way will 
have to be furnished and tax paid upon the profits. 

Other instances are investment-holding companies and 
companies whose business it is to hold real estate. The 
income of these companies is variously taxed to income 
tax—by deduction, under Cases III to VI of Schedule D, 
or under Schedule A. For the purposes of N.D.C. all 
these distinctions will be swept away, including the all- 
important provision under Case V (ii) of Schedule D that 
income from foreign possessions other than _ stocks, 
shares or rents is only to be assessed on the basis of the 
sums annually received in the United Kingdom. Thus, 
in the familiar case of a company which, though resident 
here, owns a business which is controlled abroad, the 
whole of the profits of such business would be liable to 


N.D.C., notwithstanding that for income tax purposes 
amounts remitted to this country only are assessable. 


VI. InTerEstT, ANNUITIES, RoyAtres, SCHEDULE A, &c, 

In computing profits for income tax purposes under 
Case I of Schedule D certain adjustments are necessary, 
because some of the items which enter into the com- 
putation of profits are dealt with for income tax purposes 
in other ways. It is necessary, therefore, in making 
Case I the basis for the N.D.C. computation, to provide 
that these adjustments shall not be made. Thus, in 
computing profits for the purposes of N.D.C., no deduc- 
tion is to be allowed for the Schedule A assessment on 
lands, premises, &c., occupied for the purposes of the 
trade, but interest, annuities or other annual payments, 
royalties and rents may be deducted. 

A practical point to note in this connection is that 
in the case of this class of item, where income tax js 
deducted on payment, it is the gross amount before 
deducting such income tax which may be deducted for 
N.D.C. purposes. Interest payable free of tax, and 
royalties from which, by agreement with the royalty 
owners, tax is not deducted, may be “ grossed” by the 
addition of the appropriate income tax. 

The reference above to annuities and annual payments 
is not to be taken as authorising any deduction in respect 
of (a) any dividend or distribution or profits, or (b) any 


_ interest, annuity, royalty or rent paid to persons carrying 


on the trade or business. 

In this connection, where the trade or business is 
carried on by a company, the directors whereof have a 
controlling interest, the directors are to be deemed to 
be carrying on the trade or business, so that in such a 
ease interest on directors’ loans, or even rent paid toa 
director, would be inadmissible. 

What constitutes a controlling interest is not specifically 
defined in the Act. It is considered that it will be a 
question of fact, and that the substance of the matter 
will be the main consideration. Thus, in the case ofa 
parent and subsidiary company, where the directors 
who hold a majority of the shares in the parent company 
are also directors of the subsidiary company, it may 
very well be that these directors will be held to have 4 
controlling interest in the subsidiary company also. 


VII. Wear anp TEAR. 

There are one or two points in regard to the deduction 
for wear and tear which are of interest. Paragraph 3 
of the Fourth Schedule provides that there may be 
deducted a sum (ascertained on the like basis as the 
amount of the deduction for wear and tear is ascertained 
under Rule 6 of the Rules applicable to Cases I and Il 
of Schedule D) which represents the diminution in 
value by reason of wear and tear during the period of 
any plant or machinery in respect of which a deduction 
could be made under the said Rule 6, plus 10 per cent, 
to be increased by the Finance Act, 1938, to 20 per cent 

In the first place it might be noted that whereas for 
income tax purposes wear and tear is a deduction to be 
made from the profits in charging them to tax, for N.D.C 
purposes, wear and tear is a deduction in computing 
profits. You do not get at the profits for N.D.C. purposé 
until the wear and tear has been deducted. This is noté 
point of academic interest only. It has a p 
importance which we shall notice later. 

In the second place it may be observed that the 
provision is for such a deduction as could be made unde 
Rule 6 for income tax purposes, not necessarily such # 
amount as has been so deducted. In a case in 
the wear and tear allowance is not claimed for income t& 
purposes, the taxpayer claiming an allowance for 
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in lieu thereof, it is suggested that a wear and tear 


—_ 


The income from investments to be included in the 


allowance could nevertheless be claimed for N.D.C. if case of the businesses specified is all income received 


it is desired to do so. 


VIII. Carryinc Forwarp WEAR AND TEAR 
ALLOWANCES. 

The provision for carrying forward wear and tear 
allowances has certain peculiar features. In the first 
chargeable accounting period there may be deducted 
any sum which, under paragraph (3) of Rule 6 of the 
Cases I and II Rules, falls to be added to the deduction 
for the income tax year 1937-38. If the amount of 
the deduction to be made under this paragraph exceeds 
the profits of the first chargeable accounting period 
(remember that these profits are after deducting current 
wear and tear, as we noticed just now) the excess is to 
be carried forward to subsequent accounting periods. 


It will be noted that whilst the provision for current 
wear and tear is in respect of any accounting period, 
this arrangement for carrying forward arrears relates to 
chargeable accounting periods only. The distinction may 
be briefly illustrated thus :— 

Assume profits for year to December 31st, 1937, 


before deducting wear and tear. . .. £18,000 
Wear and tear for the period, say .. 2,000 
£16,000 
Proportion applicable to first chargeable 
accounting period, i.e., April Ist to Decem- 
ber 31st (three-fourths) £12,000 
Assume arrears of wear and tear brought 
forward at an a £20,000 


Only £12,000 of these arrears will be absorbed. If the 
reference had been to the first accounting period, £16,000 
out of the £20,000 would have to be used to extinguish 
the liability, and the benefit of £4,000 out of the £20,000 
would have been lost. 


IX. INcoME FroM INVESTMENTS. 

Having provided that trades and businesses liable to 
the tax shall include a company or society whose functions 
consist wholly or mainly in the holding of investments, 
it is necessary to provide for the extent to which income 
from investments is to be brought in. Paragraph 7 of 
the Fourth Schedule enacts that it shall be brought in 
to the extent provided in that paragraph and, as if to 
emphasise the point, there are added the words “ and 
hot otherwise.” 


Investment income is to be included in the case of 
businesses consisting wholly or mainly in the dealing 
in or holding of investments or other property, and in 
the case of three other named classes of business— 
banks, assurance businesses and building societies. 
These bodies are no doubt specifically mentioned because, 
although it is part of their business to deal in invest- 
ments, such dealing is not the whole or the main part 
of the business. If it were there would be no need to 
particularise these undertakings. But there are other 
businesses, part of which consists in the dealing in 
vestments, but of which it can probably be said that 
such dealing is not the whole or main part of the business. 
I have in mind such businesses as discount houses, bill 

ers and acceptance houses. It is submitted that, in 
these eases, dividends from investments are not liable 
‘0N.D.C. In the ease of some of the businesses indicated 
and there will no doubt be others—the income from 
lavestments is frequently a very large amount, and the 
point may be of considerable importance. 


from investments or other property except— 

(1) income received directly or indirectly by way of 
dividend or distribution of profits from a body 
corporate carrying on a trade or business to which 
the N.D.C. applies ; and 

(2) income to which the persons carrying on the trade 
or business are not beneficially entitled. 

There are one or two points here to which it may be 

useful to refer. 

The reference is to income received. There is no need 
to bring in income not actually received, even though 
its receipt may be due ; there is no necessity to bring in 
accrued income, but, on the other hand, any part of the 
income received which had accrued before the com- 
mencement of the accounting period cannot be eliminated. 

What is the meaning of “ other property”? Com- 
modities are property in the dictionary sense, but a 
grocer, for example, would not be considered as a dealer 
in “investments or other property.” It is understood 
that by property in this connection is meant, in general, 
assets which, like investments, have the quality of 
yielding income to the holders as such. The term will 
include real and leasehold estates, and probably such 
property as patents and copyrights. 

With regard to the exceptions, it may be observed that 
the first exception is not confined to bodies corporate 
which have actually paid N.D.C. If they are businesses 
to which the N.D.C. applies, that is sufficient to justify 
the exclusion of income received from them, and there 
might conceivably be a case of a dividend paid by a 
company which has never, owing to losses brought 
forward or other reasons, paid N.D.C., which dividend 
would nevertheless be exempt. 

The exception is confined to dividends and distribu- 
tions of profits. Debenture interest is not regarded 
by the Revenue authorities as a distribution of profit, 
and hence they will regard debenture interest, even 
when paid by a company liable to N.D.C., as liable to 
be included in the computation in the case of the 
businesses indicated. Since debenture interest is deduct- 
ible in computing N.D.C., this procedure seems reasonable. 

In the case of all other trades and businesses—that is, 
all general manufacturing and trading concerns—income 
from investments is not to be included for N.D.C. except 
that, in the case of a business carried on by a body 
corporate, the profits are to “ include all income received 
by way of dividend or distribution of profits from any 
other body corporate in which the first-named body 
corporate has a controlling interest and which is not 
liable to be assessed to N.D.C.” 

This provision will apply to the case of a subsidiary 
of a British company which, by reason of the fact that 
it is not regarded as ordinarily resident in the United 
Kingdom, is not itself liable to be assessed to N.D.C. A 
subsidiary company registered abroad would, if eon- 
trolled from this country, be deemed to be resident here, 
and the provisions of sect. 22 relating to subsidiary 
companies would apply. If, however, the company is 
controlled abroad, the dividends only have to be brought 
in. Here again the expression used is “ dividend or 
distribution of profits,” and as this expression is not 
considered to include debenture interest, debenture 
interest, even from a wholly owned foreign subsidiary, 
need not be included. The position as regards foreign- 
controlled but British-owned businesses is somewhat 
curious. If a British resident company owns a business 
abroad, the control and management of which are abroad, 
it is liable to N.D.C. on the whole of the profits, even 
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though it is only liable to income tax on remittances 
thereof. If, however, a foreign company is interposed 
to own the foreign business, only dividends or distributions 
of profits from the foreign company are liable to N.D.C. 


X. Bank INTEREST. 

Since income from investments is only to be included 
to the extent provided by paragraph 7, the question 
arises whether, in the case of an ordinary trading con- 
cern, interest received from bank deposits ought to be 
included. It would seem that it need not be included 
except in the case of the businesses specified in the 
paragraph, 7.e., investment companies, banks, &c. I 
should hesitate to say that interest on a current account 
used for the ordinary purposes of the business need 
not be included. In the case of Scottish North American 
Trust v. Farmer (5 T.C., 693), Lord Johnston said that 
“no commercial man would consider that his banking 
facilities were part of his capital, or the consideration 
that he paid for them anything but an expense of his 
business.”” If interest paid on a bank overdraft used 
for the purposes of a business is an expense of the business, 
as it is universally regarded, it seems difficult to see how 
interest received on a current account is other than a 
business receipt. 


XI. ArririciaL TRANSACTIONS. 

Paragraph 10 of the Fourth Schedule provides that 
no deduction is to be made * in respect of any transaction 
or operation of any nature if and so far as it appears 
that the transaction or operation has artificially reduced 
the profits or created or increased a loss... .” It is 
somewhat surprising to find that words which are in 
common everyday use, the meaning of which, when so 
used, occasions no difficulty, seem to raise terrific prob- 
lems when incorporated in an Act of Parliament. We 
all know, for example, what is meant by artificial teeth ; 
but what is an artificial transaction? In Webster’s 
Dictionary “ artificial * is defined as ‘“‘ made or contrived 
by art—opposed to natural.” This distinction, when 
applied to such matters as teeth, seems to fit exactly, 
but try to apply it to commercial transactions. It is, 
apparently, perfectly natural for many people to enter 
into transactions for the purpose of dodging taxes, and 
possibly it is for that reason that the Courts have held 
that the avoidance of tax as an element in a transaction 
does not render that transaction “ artificial.” 


A second dictionary definition of “ artificial” is 
“artful, skilled, crafty.” I am afraid that if this 
definition were applied to some of the arguments used 
by accountants in dealing with Inspectors of Taxes, the 
effect might be unfortunate for some of us. 


I think that possibly the best synonyms for “ artificial,” 
as applied to transactions, are “ feigned ” and “ fictitious.” 
I base this view on the judgment in the case of Young v. 
C.1LR. (12 T.C., 827), which is, in my view, the most 
helpful case on the point. In this case the appellants 
had entered into forward contracts for the purchase of 
yarn, These contracts were not due to be implemented 
until after the end of the last E.P.D. period. Prices 
fell, and it became obvious that the firm had made a 
bad bargain. It quite naturally occurred to them that 
it would be a good thing to get the loss allowed in the 
last E.P.D. period, even though they did not get the 
yarn until afterwards. They therefore arranged with 
the suppliers to send them a debit note for the difference 
between the contract price and the current price. They 


were not to pay off the amount of this debit note until 
the yarn was delivered, so that there was substantially 
no difference in the relations between the parties. It 


was held in the Scottish Court of Session that the 
transaction was artificial, The Lord President said : 

“. . . for all practical purposes the rearrangement 
made with the sellers of- the yarn made no sub. 
stantial change in the relations of purchaser and 
seller, debtor and creditor, subsisting between the 
appellants and them... . 

“If the appellants had found themselves unable 
to complete the forward contracts and had had to 
pay a sum of damages to the spinners in order to 
get quit of their obligations under them, the case 
might possibly have been different. But what was 
actually done in the present case was, from the point 
of view of determining the profits of the final account- 
ing period, for purposes of excess profits duty, no 
more than an ‘artificial’ change of the actual 
position. . . .” 


XII. Drrecrors’ REMUNERATION. 

It is of course obvious that, if no provision were made 
to prevent it, directors of many private companies might 
cause such companies to escape N.D.C. very materially 
and, in an extreme case, altogether, by voting the profits 
of the company to themselves as remuneration. Para- 
graph 11 of the Fourth Schedule is designed to meet this 
situation, and its provisions are, I think, fairly clear. 
The aggregate allowance is not to exceed 15 per cent. 
of the profits with an overriding maximum of £15,000. 


The wide definition of “ director” given in the Act 
for the purposes of this provision needs to be carefully 
noted. Some difficulty may possibly arise as to what 
is meant by the profits of the period on which the 
directors’ maximum remuneration of 15 per cent. is to 
be calculated. As usual, neither the Act nor the Schedule 
gives us any definition. It is understood that it is the 
intention of the Revenue authorities to treat the amount 
of the profits for this purpose as the profit as computed 
for N.D.C. before deducting directors’ remuneration 
(other than whole-time service directors) and _ before 
deducting arrears of wear and tear or losses brought 
forward from previous periods. Wear and tear applicable 
to the period itself, however, must be deducted. 


XIII. Carryinc Forwarp Losses. 


A business is usually a continuing concern and it is 
as well to remember that the showing of its profits and 
losses in separate accounts, covering stated periods of 
time, is a purely arbitrary arrangement. Most systems 
of direct taxation take cognisance of this fact by allowing 
losses sustained in one period to be set off against profits 
made in other periods, within certain limits of time. 

The provisions for set-off in the case of N.D.C. deal 
with two classes of losses: (a) those incurred before the 
beginning of the first “ relevant accounting period ” and 
(b) those sustained in the relevant accounting periods. 
The meaning of the expression “ relevant accounting 
period’ needs to be carefully noted; it means any 
accounting period falling wholly or partly within the five 
years beginning on the sixth April, 1987—not April Ist, 
1987, which is the date from which the N.D.C. applies. 


XIV. Pre-RELEvANt ACCOUNTING PERIOD LOSSES. 

The provisions relating to losses incurred prior to the 
first relevant accounting period are contained in par 
graph 2 of the Fourth Schedule. This paragraph is @ 
rather remarkable piece of parliamentary draughtsmanship. 
There are three provisos, each of which states that the 
amount of something “ shall be taken to be equal to 
the amount of something else, to which, in fact, it § 
not at all likely to be equal. 

This method of draughtsmanship reminds one of what 
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Humpty Dumpty said to Alice in “ Through the Looking 


* When J use a word,” Humpty Dumpty said in 
rather a scornful tone, “it means just what I choose 
it to mean—neither more nor less.” 

“The question is,’ said Alice, “* whether you can 
make words mean different things.” 

Apparently the draughtsman’s reply to Alice’s question 
would be in the affirmative. 

But though the language of this paragraph is decidedly 
involved and confusing, the essential principle is not 
really very difficult to grasp. What it really amounts to, 
in the generality of cases, is that the amount of the losses 
brought forward for income tax purposes under Schedule 
D, and available to be set-off against income tax profits 
for the income tax year 1938-39, may be set-off against 
the N.D.C. profits for the first relevant accounting period, 
and any balance may be carried forward to subsequent 
relevant accounting periods. This carry-forward will 
diminish in two ways: it will diminish by the set-off 
against N.D.C. profits as these are made, and it will be 
likely to diminish from year to year as the losses for the 
earliest years gradually fall out of date. The set-off 
is only in respect of so much of the losses as may, for 
income tax purposes, be deducted from the assessable 
profits of the income tax year of assessment following 
that in which a particular relevant accounting period ends. 

It is important to remember the order of set-off of 
losses and wear and tear allowances. The amount of the 
profits of the relevant accounting periods for the purposes 
of the set-off of losses is the profits of the accounting 
period concerned, after deducting the wear and tear 
allowance applicable to that period but before deducting 
arrears of wear and tear allowances brought forward 
from previous periods. Thus, where there are two 
funds brought forward, (a) losses in past periods and (b) 
arrears of wear and tear allowances, it is the former 
fund which is first drawn upon for the purposes of the 
set-off. Inasmuch as the fund of losses is subject to a 
time limit, whilst the wear and tear carry-forward is not 
subject to any time limit, this arrangement is obviously 
to the taxpayer’s advantage. 

The principle of setting off losses calculated under the 
law relating to one tax against profits calculated under 
the law relating to another must inevitably lead to 
anomalies, It will be recalled that losses are only carried 
forward for income tax purposes in the case of trades 
assessable under Case I of Schedule D. A _ concern, 
therefore, such as a holding company, which is not 
assessable on its trading profits under Schedule D, but 
which may have incurred losses prior to the first relevant 
accounting period, will obtain no relief in respect of those 
losses. Debenture interest is deductible for N.D.C. 
purposes but it will not have been deducted in com- 
puting the losses brought forward. On the other hand, 
investment income which has to be included in certain 
tases for N.D.C. purposes will not have been included in 
calculating losses brought forward. 


XV. Losses in RELEVANT ACCOUNTING PERiops. 
The provision for carrying forward losses in the rele- 
vant accounting periods is quite simple. It may be noted 
that a concern may conceivably have three funds brought 
for the purposes of set-off: (a) pre-relevant 
‘ecounting period losses ; (b) relevant accounting period 
; and (c) accumulations of wear and tear. These 
funds will be drawn upon, when profits arise, in 

order, 


XVI. Supsipiary COMPANIES. 
_ There is one respect in which the law relating to N.D.C. 
& less convenient than the income tax law. A person 


who carries on two or more distinct trades assessable 
under Schedule D may set-off a loss in one trade against 
a profit in another under Rule 13 of the Cases I and II 
Rules. There is no corresponding provision as regards 
N.D.C. Each business is a separate subject of assess- 
ment. It seems anomalous that if a trade were carried 
on by a subsidiary, the results could be merged, though 
this cannot be done if the two trades are carried on by 
the same company. 

The provision for merging trading results of subsidiaries 
with those of the parent company is contained in sect. 22 
of the 1937 Act. Sect. 22 only applies where both parent 
and subsidiary are resident in the United Kingdom, In 
the case of a subsidiary company resident abroad, divi- 
dends and distributions of profits must be brought into 
the accounts of the parent. On the other hand, losses 
of such companies cannot be set off against profits of the 
parent company. In the case of a British resident 
subsidiary of a parent company resident abroad, the 
question of merger does not arise. The profits of the 
British resident company will be liable to the tax, and 
the profits of the non-resident parent company are 
irrelevant. 

A somewhat curious point arises in connection with 
British subsidiaries of foreign companies. It will be 
remembered that under Rule 7 of the General Rules of 
the Income Tax Act, where you have a foreign company 
and a British resident subsidiary, and the two trade with 
each other, and the course of the business is so arranged 
that it produces less than the ordinary profits which 
may be expected to arise to the British resident company, 
the Revenue authorities may assess the non-resident 
company in the name of the resident as if it were an 
agent. There is no corresponding provision in N.D.C. 
law, and in such circumstances, if the parties choose so 
to arrange matters that the British company makes no 
profits, the Revenue authorities are helpless, so far as 
N.D.C, is concerned. 

XVIT. Wuar ts A Sussrprary ? 

Sect. 22 of the 1937 Act provided that, for the purposes 
of the section, a body corporate was to be “ deemed to 
be a subsidiary of another body corporate, if and so 
long as not less than nine-tenths of its ordinary share 
capital is beneficially owned by that other body cor- 
porate.” In the Finance Bill, 1938, it is proposed to 
reduce the fraction from nine-tenths to three-quarters, 
and there follow some very complicated provisions 
which involve a special Schedule to the Bill for dealing 
with cases where there are a number of subsidiary and 
sub-subsidiary and associated companies. I do not propose 
to comment further upon these provisions beyond 
remarking that, in view of their complexity, we must 
take what comfort we can from the thought that the 
cases to which they will apply are mercifully likely to be 
small in number. 

I may add that this amendment, including the cutting- 
down of the fraction from nine-tenths to three-quarters, 
is made retroactive to the beginning of the operation 
of the N.D.C. 


XVIII. Tue Errectrs or Norice to MEerGe, 

When notice to merge is given, the profits or losses of 
the trade carried on by the subsidiary are to be treated 
as the profits or losses of the parent for the corresponding 
chargeable accounting period, for the purpose of all the 
provisions relating to N.D.C., other than paragraph 2 
and sub-paragraph (2) of paragraph 3 of the Fourth 
Schedule. These provisions relate to the carrying 
forward of losses and wear and tear allowances, It 
follows that, for these purposes, the profits or losses of 


9 ee ee 
ae _———— —_—___ EEE ad 
he a 
L: Glass.” 
nent 
sub- 
and 
the 
able 
1 to 
r to 
Case 
was 
oint 
unt- 
, no 
tual 
ade 
ight 
ally 
ofits 
ara- 
this 
ear, 
ent. 
DO). 
Act 
ully 
hat 
the 
3 to 
jule 
the 
unt 
ited 
tion 
fore 
ght 
able 
t is 
and 
; of 
ems 
ring 
yfits 
Jeal 
the 
and 
ads. 
‘ing 
any 
five 
Ist, 
ies. 
q 
the 
ira- 
sa 
hip. 
the 
0" 
t is 
a. 


410 THE INCORPORATED ACCOUNTANTS’ JOURNAL. 


[AuGUsST, 1933 


the subsidiary remain the profits and losses of the sub- 
sidiary. Hence past losses of one company cannot in 
any circumstances be set off against the current profits 
of the other. This does not mean, however, that the 
benefit of these past losses is lost to the taxpayer as a 
result of merging. For example, if we assume that a 
subsidiary company makes a profit of £20,000, but has 
losses brought forward of, say, £15,000, and notice to 
merge has been given, the £15,000 losses will be first 
set off, only the balance of £5,000 being carried to the 
parent company. 

The converse situation might arise when a subsidiary 
company makes a loss of such magnitude that it more 
than offsets the profits of the parent company. What 
is to happen to the balance? The Act provides that the 
losses are to be deemed to be the losses of the parent, 
but not for the purposes of carry-forward. Therefore 
the parent company cannot carry them forward. It is 
thought that in such a case the balance of the loss would 
be available to the subsidiary to set off against any future 
profits which it may make. 


XIX. CHANGES IN THE LAW PROPOSED BY THE 
FINANCE BIL1, 1938. 

The N.D.C. provisions of the Finance Act, 1937, left 
certain loopholes for the avoidance of tax, and already 
the Legislature is taking steps to stop up these holies. 
In the case of subsidiary and associated companies 
there will be many cases where interest, rent, royalties, 
&c., could be charged more or less arbitrarily by one 
company to another. Such payments constituted deduct- 
ible items in the computations of the paying company, 
but unless the receiving company was an investment 
company or carried on one of the other classes of business 
specified in Rule 7 of the Fourth Schedule to the 1937 
Act, it would not be liable to N.D.C. on the receipt. 

Clause 36 (5) of the Finance Bill, 1938, provides that 
where any interest, annuity or other annual payment, or 
any royalty or rent, is paid by one body corporate resident 
or carrying on a trade or business in the United Kingdom 
to another body corporate, whether so resident or carrying 
on a trade or business or not, and one of those bodies 
corporate is a subsidiary of the other or both are sub- 
sidiaries of a third body corporate, for the purposes of 
N.D.C. no deduction is to be allowed in respect of the 
payment in computing the profits of the paying concern, 
and conversely the payment is not to be taxable in the 
hands of the receiving company. This provision also 
is to be retroactive to the beginning of the operation of 
the N.D.C. 

This proposal seems rather drastic. It would appear 
to apply, for example, to a British subsidiary of a 
foreign corporation, where the British subsidiary makes 
a quite genuine payment of one of the classes indicated 
to its parent concern. The British company would be 
allowed no deduction, but as the receiving company is 
not liable to N.D.C, in any case, the provision exempting 
the receiver from tax affords no compensation in such 
a case. 

A further loophole in the 1937 Act existed in the 
provision in sect. 22 relating to subsidiary companies. 
Where a subsidiary made a loss, such loss could, by the 
application of the section, be set off against the profits 
for the same period of the parent. If, however, at a 
later date, the subsidiary made profits, there appeared 
to be no reason why the prior loss could not be again 
set off against those profits, thus obtaining a double 
deduction. ‘This situation arose because, under sect. 22, 
as already explained, the profits were to be merged for 
all the purposes of the N.D.C. other than the carrying 
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forward of losses. This loophole is to be stopped w 
retroactively by the enactment of Clause 37 of the curren 
Finance Bill—a provision to which, in my submission, 
no reasonable person can take exception. 


Discussion. 


Group A. 

The discussion on this lecture resolved itself int 
members of the group bringing forward  variow 
points of difficulty that had occurred in practice. Several 
questions were answered authoritatively by members who 
had met and overcome the same difficulties. 

The method of dealing with wear and tear computations 
was considered in detail. 


Group B. 

One member did not agree that the original N.D.C. 
tax would have made more work for accountants 
than any tax to which this country has yet been sub. 
jected. He considered E.P.D. more lucrative. 

One member brought up the case of an investment 
company laboriously preparing a computation for N.D.C,, 
and then finding out that it was not liable, owing to the 
fact that the companies from whom it received dividends 
were liable to N.D.C., and the dividends in total exceeded 
the computed profits of the investment company for 
N.D.C. 

Another member pointed out that hardship results in 
restricting directors’ fees to a percentage of the profits. 

A point raised was in connection with a mutual life 
assurance company (whose profits are not assessable 
under Schedule D) owning the whole capital of a sub- 
sidiary company. The holding company elect to merge 
the profits of the group. Is it reasonable to suppose that 
as a result of such election the profits of the subsidiary 
company are exempted from N.D.C, ? ; 

There was some controversy over the period of charge. 
All did not agree with the lecturer’s suggestion of breaking 
up the*periods on other than a time basis. 


Group C. 

The following points arose during the discussion :— 

1. Artificial Transactions.—The payment of directors’ 
fees to the wives of directors as a means of obtaining the 
maximum allowance possible was discussed. There was a 
risk, however, of such procedure being regarded as an 
artificial transaction where the wife was not a director in 
the real sense, and thus being disallowed for N.D.C.—Vide 
the case of Johnson Brothers Limited. 

2. The Aim of the Tax.—The tax appears to be aimed 
mainly at larger business as it does not seem to be par- 
ticularly profitable when applied to the border-line cases. 

3. Estates converted into Limited Liability Companies. 
—Private land-owners converting their estates into limited 
liability companies for the purpose of avoiding death 
duties in due course would appear to be liable to N.D.C. 

4. Bank Interest.—Bank interest is included for N.D.C. 
purposes. 

5. Effect of N.D.C. on Amalgamations.—The tax acts 
as a deterrent to amalgamations for the next five years, 
as this tax will hit the rationalised companies. The ordinary 
shareholders will have to bear this charge. 


Group D. 
Discussion upon this paper centred round the 
following four points :— 

(a) The possibility of there being greater equity if the 
tax were based upon a ratio of profits to capital 
employed. 

(b) The advantages and possibilities of deducting 
renewals instead of claiming wear and tear allow- 
ances. 

(c) Whether or not a bus company cperating under 
the Road Transport Acts, although incorporated 
under the Companies Acts, is properly a statutory 
company in view of the regulation of fares, time 
tables, &c. 

(d) The exact basis of obsolescence claims. 
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. Group E. 
The distinction between “liability” and “ charge- 


ability’ was discussed. A company might be liable 
to be assessed, but by reason of small profits no duty 
might be chargeable. It was thought that in such a case 
the recipient of a dividend (himself liable to N.D.C.) 
would not have to pay on the dividend even though the 
company had not been charged on its profits. 

Instances were given where farmers liable to Schedule B 
also carried on the business of market gardener. It was 
said that inspectors were demanding an apportionment 
of the Schedule B_ assessment as between the farm and 
the market garden, assessing the farm under Schedule B 
and the market garden under Schedule D. The inspectors 
demanded accounts in respect of the market garden, and 
used these accounts for purposes of Schedule D and 
N.D.C. Had the assessment remained on a Schedule B 
basis, no N.D.C. would be payable. The question was 
whether the inspector could use the accounts for any 

se other than that for which they were submitted 
(viz.: Schedule D). It was thought that he could. 

Consideration was given to the case of a business 
making up an annual account to December 31st, 1937, 
which business made all its profits during the summer 
season (e.g., a seaside hotel), and ran at a loss for the 
remainder of the year. It was thought unlikely that the 
Revenue would insist on an apportionment of the period 
so 2s to bring the whole of the summer profit into the 
chargeable period. 

Group F. 

The lecturer's observations in regard to the splitting 
of accounting periods were discussed. In many 
cases of seeming hardship, trades would be seasonal trades, 
and over the whole period of operation of N.D.C, this hard- 
ship would disappear. 

The question was raised whether, if renewals were 
charged, wear and tear could be claimed for the same period. 

There is authority in income tax law for saying that 
wear and tear and renewals cannot be claimed in the 
same period, and it was thought this would apply to 
N.D.C. There seems to be nothing in the Act, however, 
to prevent renewals being claimed in one period and 
wear and tear in another. 

One member contended that provisions for the dis- 
allowance of rent paid to directors with a controlling 
interest would not apply to a genuine rent not greatly 
in excess of Schedule A valuation. He said he had had a 
case where the Inspector of Taxes had allowed such a 
rent, and had told him that the provision was not intended 
to apply in such cases. 

The distinction drawn by the lecturer between interest 
on deposit and current accounts was discussed, and it 
was realised that no guidance from the Act could be 
obtained, the whole matter being governed by the inter- 
pretation to be put on the word “* investment ’’ as used 
in the Act and Schedule. 

The question was raised as to whether the division of 
what is substantially one concern into a number of limited 
companies, so as to obtain a number of separate exemption 
limits and allowances for directors’ remuncration, would be 
regarded as an artificial transaction. 

From the criterion applied by the lecturer as to whether 
the transaction was ‘ feigned” or “ fictitious” it was 
concluded that such a transaction would not be regarded 
48 artificial provided the businesses were definitely and 
legally conveyed to the new companies. 


Group G. 

It was considered by many members of the group 
that the original tax based on the growth of profits 
would have been more equitable, or that an increase in the 
rate of income tax would have been simpler. Following 
Professor Hall’s revelation of the simplicity with which 
£25,000,000 was raised for the National Defence Loan bya 
transfer from a Government department, it was wondered 
why such complicated machinery should have been set up 
to collect a similar amount. Was the tax to be continued 
after the five years contemplated, or was it just a political 
move ? In the case of a business making a profit in excess 


of £2,000 but subject to Schedule B assessment, how would 
the Revenue know of this, and is the taxpayer bound to 
disclose the fact ? 


A suggestion was made that a large company to avoid 
liability to the National Defence Contribution might form 
several small companies whose profits would not exceed 
£2,000 each, but it was pointed out that the costs of forma- 
tion and stamp duties would probably exceed the National 
Defence Contribution payable. 


Grovur H. 

The discussion commenced with members giving 
points encountered in practice, and several examples 
were given of the varying methods adopted in calculation 
of the wear and tear allowance. The case was discussed 
of the farmer assessed under Schedule B, who presumably 
would be compelled to supply accounts for N.D.C. pur- 
poses if an estimated assessment was raised, with probable 
effect upon his Schedule B assessments when the Revenue 
realised the value of the farm. A query was raised regard- 
ing the directors’ controlling interest where shares owned 
jointly with a wife. Directors’ remuneration, the advant- 
ages to partners of claiming treatment as a company, and 
the effect upon controlling companies were _ briefly 
discussed. The liability of businesses conducted by 
trustees was raised. 


CLOSING MEETING AND VOTES OF 
THANKS 

The closing meeting of the Course was held after 
dinner on Saturday, July 16th. Mrs. Holman 
presented the prizes to the winners of the Golf 
Tournament. 

On the motion of the President (Mr. Walter 
Holman), seconded by Mr. R. Wilson Bartlett (Past 
President), the following resolutions were unanimously 
adopted :— 

“That the Members of the Incorporated Account- 
ants’ Course, Oxford, 1938, tender their cordial 
thanks :— 

To the Pro-Vice-Chancellor of the University of 
Oxford for his presence and personal interest. 

To the Warden and Fellows of New College for 
their kindness in granting the use of the College and 
for the valuable facilities afforded for the Course. 

To the Precentor of New College for the use of the 
College Chapel. 

To the Rev. Canon Adam Fox, M.A., Dean of 
Divinity, Magdalen College, for kindly officiating at 
the service. 

To Mr. H. A. Goddard, Chief Accountant, and the 
Directors of Morris Motors Limited, for the facilities 
afforded to the members to inspect the accounting 
system and the works, and for hospitality extended. 

To the President and Meimbers of the New College 
Athletic Club for the use of the Sports Ground. 

To the Curators of University Parks for the use 
of the swimming pools. 

To the Oxford University Golf Course and the 
Frilford Heath Golf Club for the use of the Courses.” 

On the motion of Mr. James Stewart, Johannesburg, 
seconded by Miss E. M. Watson, Birmingham, the 
following resolutions were unanimously adopted :— 

** That the Members of the Incorporated Account- 
ants’ Course, Oxford, 1938, tender their cordial 
thanks :— 

To the Lecturers for their valuable papers. 

To the Members who have kindly taken the Chair. 
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To the Chairmen and Secretaries of Groups for 
their careful organisation of the work. 

To the Members of the Course who have assisted 
in the arrangements in a number of directions.” 

A vote of thanks to the President was proposed 
by Mr. H. O. Johnson, Bath. The President replied 
in a brief speech. 

RECREATION. 

Despite the rather unfavourable weather, good 
use was made of the facilities provided for sports. 
Boating, even in the rain, was an attraction to many, 
and some members, including the President, were 
conspicuous for their enthusiasm for early morning 
swimming. 

Golf. 

Golf was played by the members at the Frilford 
Course and at the University Course. On Friday, 
July 20th, 20 members competed for prizes kindly 
presented by the President and Vice-President. 
The winners were Mr. C, C, KE. Higginbotham (Carlisle) 
and Mr. F. V. Arnold (Brighton), with net scores of 
72 and 76 respectively. 

Cricket. 

On Saturday, July 16th, an Incorporated Account- 
ants’ eleven played the servants of New College 
eleven. The result was a win for the Incorporated 
Accountants by 3 wickets and 27 runs. The servants 
of New College scored 72; Mr. L. Foxall taking 8 
wickets for 32 runs for Incorporated Accountants, who 
scored 99 for 7 wickets (Mr. F. S. Bray 25, Mr. R. H. 
Dickson 24, Mr. J. Carter 17 not out). 


Tennis. 
Tennis was played by a number of members on 
the New College Ground. 


Visits to Morris Motors Ltd. 

On Thursday, July 14th, by kind permission of Mr. 
H. A. Goddard, the Chief Accountant of Morris 
Motors Ltd., a party of Incorporated Accountants 
attending the Course visited the office of the company 
at Cowley to inspect the accounting machines. On 
the following day, by kind invitation of the directors, 
alarge party visited the factory. An account of this 
visit appears in the next column. 


The following are the names of those who attended 
the proceedings :— 

Mr. Walter Holman (President), Mr. Percy Toothill (Vice-President), 
Mr. R. Wilson Bartlett, J.P., Mr. C. Hewetson Nelson, J.P., Mr. Henry 
Morgan (Past-Presidents), Mr. F. J. Alban, Mr. A. Stuart Allen, Mr. C. 
Percival Barrowcliff, Mr. Bertram Nelson, Mr. Richard A. Witty (Mem- 
bers of the Council), Mr. James Stewart (Chairman of the South African 
Committee, Northern Branch), Mr. R. G. Acock, Mr. C. H. Allen, 
Mr. J. A. Allen, Mr. F. V. Arnold, Mr. H. G. Ayres, Mr. E. Baldry, Major 
Rk. N. Barnett, T.D., Mr. T. R. Beddy, Mr. W. Bentham, Mr. J. S. W. 
Bernhardt, Mr. C. V. Best, Miss Mary Black, Miss Barbara Blagg, 
Mr. H. Bowers, Mr. F. Sewell Bray, Mr. H. Briggs, Mr. H. L. Brown, 
Mr. K. Budge, Miss Margaret Bushell, Mr. T. Butchart, Mr. J. B. Carter, 
Mr. C. Catley, Mr. F. G. Coates, Mr. O. Coope, M.C., Miss Freda Crick, 
Mr. A. H. Crumpton, Mr. I. Davies, Mr. J. R. Davison, Mr. R. H. Dickson, 
Mr. ©. M. Dolby, Mr. 8. G. Dowden, Mr. G. Dugdale, Mr. W. F. Edwards, 
Miss Anne Farr, Miss Gwendolyn Fish, Mr. L. O. Foxall, Mr. W. J. 
Freeman, Mr. F. W. Frodsham, Mr. F. L. Gardiner, Mr. B. Grugeon, 
Mr. A. E. Hammond, Mr. H. H. Hammond, Mr. G. 8. Hayhow, Mr. C.C. E. 
Higginbotham, Mr. J. M. Hipsey, Mr. T. Hodgson, Mr. A. H. Hughes, 
Mr. F. L, Jarratt, Mr. H. O. Johnson, Mr. I. Johnson, Mr. F. Kenyon, 
Mr. 8. N. King, Miss Stella Lange, Mr. P. Lazzari, Miss Irene Leeper, 
Mr. H. L. Litchfield, Mr. W. G. Lithgow, Mr. C. Yates Lloyd, Mr. F. J. B. 
Lovell, Mr. A. Macdonald, Mr. A. C. McDonald, Mr. J. McIntyre, Mr. D. 
MeMichael, Mr. D. Mahony, Mr. C. V. Miles, Mr. W. G. Milton, Mr. A. 


Morrell, Mr. 8. T. Morris, Mr. F. C. R. Moule, Mr. W. A. Mountain, 
Mr. A. Mullock, Mr. W. D. Murphy, Mr. E. E. Osmond, Mr. L. J. Packham, 
Mr. J. H. Paterson, Mr. F. L. Paviere, Mr. J. T. Paxton, Mr. EB. E. Pearce. 
Mr. M. F. Pearce, Mr. J. Pearson-Griffiths, Mr. G. O. W. Pickard, 
Mr. E. B. Piggott, Mr. 8. Porter, Mr. H. W. Pratt, Mr. G. Roby Pricdie 
Mr. L. Quinton, B.A., B.Se., Mr. W. !. Radford, Mr. J. Reed, Mr. Hiram, 
Reid, Miss Phyllis Ridgway, B.A., Mr. b. H. Roberts, Mr. F. P. L. Roberts 
Mr. Harry Rose, Miss Elizabeth Salmon, Mr. 8. Scotter, Mr. H. E. Seed. 
. Percy Sheard, Mr. James Sloan, Mr. K. C. Smith, Mr. L. Smith. 
. A. Southern, Mr. J. E. Spoors, Mr. (. Sporle, Mr. P. G. Stembridge 
Mr. K. G, Taylor, Mr. A. R. Terry, Colonel R. C. L. Thomas, M.C., Tp, 
D.L., Mr. A. R. Thompson, Mr. ©. Tulson, Mr. F. Tucker, Major 8. T. 
Tunbridge, T.D., Mr. Percy H. Walker, Mr. Cedric N. Walter, Mr. A. p, 
Ward, Miss Eleanor Watson, Mr. W. F. Watson, Mr. W. T. Wells. 
Mr. N. L. West, Mr. E. F. Weston, Mr. R. M. Williams, Mrs. Doris 
Winckler, Mr. F. K. Witty, Mr. F. L. Wyatt, Mr. A. A. Garrett, M.BE.. 
M.A., Mr. L. T. Little, B.Se. 


The Executive and Keception Committees were 


constituted as follows :— 

Executive Committee: Mr. Walter Holman (President of the Society), 
Mr. Perey Toothill (Chairman, Vice-President of the Society), Mr. (. 
Hewetson Nelson, J.P., Sir Thomas Keens, D.L., Mr. Henry Morgan, 
Mr. E, Cassleton Elliott, Mr. R. Wilson Bartlett, J.P., Mr. Richard 4. 
Witty, Mr. Bertram Nelson. 

Reception Committee : Mr. J. A. Ailen, Mr. T. R. Beddy, Mr. Oswald 
Coope, M.C., Mr. 8. G. Dowden, Mr. W. F. Edwards, Mr. J. H. Paterson. 
Miss Phyllis Ridgway, B.A.. Mr. K. G. Taylor, Mr. Perey H. Walker, 
Miss K. M. Watson. 


ae 


5 


HOW A CAR IS MADE. 


The following account is supplied by one of the 
members of the Society who visited the Morris works 
at Cowley in connection with the Oxford Course. 

On entering the works we started at the chassis 
assembly line, to find the chassis frames, after they 
had received a thorough inspection, being placed 
on a moving belt which carried them slowly along 
a line of workmen. Each workman had his own 
particular task of adding something to the original 
frame. At the necessary points along the line over- 
head conveyors brought the various components, the 
larger parts such as back axles and engines being 
lowered by hoists from the store above. Some small 
idea of the size of the works will be gained from the 
fact that there is no less than ten miles of this over- 
head conveyor! It was really amazing, particularly 
to anyone who had at some time endeavoured to do 
some small repair to his own car, to see the speed 
with which each workman added his part. We saw 
the chassis frame literally grow as component after 
component was added. ‘The frame which began at 
one end of the moving belt was pushed off at the 
other end completely assembled and ready for the 
body to be fitted. 

We then visited the body assembly shop and again 
we saw the shell of the body placed on a moving 
belt and passed slowly along a line of workmen, 
each of whom had his particular task of welding, 
polishing or adding doors, roofs or other fittings to 
the original. At the end of the line the body was 
ready for the cellulose shop. In this shop it was first 
sprayed internally and then the exterior was giver 
coats of priming, filler, stain, sealing and cellulose. 
After each application it was rubbed over 
passed through ovens to dry thoroughly before the 
application of the next coat. Following inspection the 
final coat of cellulose was given and after being 
thoroughly polished the body was ready for mounting 
on the chassis. 

The chassis, having been conveyed to the body- 
building shop, had the finished body fitted to it, anu 
we were amazed at the ease and dexterity with which 
this operation was done. All were agreed upon the 
wonder of this sudden conversion into a recognisable 
car. 

The car, for such we can now call it, continued 
along the conveyor belt to have the body bolted to 
the chassis, the floor boards. seat boards, gear box, 
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pedals, windscreen and the many other components 
added, each part fitting as in a glorified jig-saw 
puzzle, with the one exception that the next piece 
was always ready to hand. The seats and other 
inside fittings, having in the meantime been made 
in the trimming shop, arrived on the overhead 
conveyor at the necessary point of the assembly 
line. The completed car left the conveyor belt under 
its own power and after a thorough examination 
was washed, polished and taken out for its test on 
the roads, the entire assembly having taken only 
7} hours. On its return from the road any defects 
discovered were rectified and after a further inspec- 
tion and polish the car was sent to the despatch 
department ready for delivery. 

The works in which we spent over two hours, 
seeing only a smali portion in that time, covers 
nearly 120 acres and the longest of the assembly 
shops is no less than half a mile long! 


Society of Pncorporated Accountants 
and Auditors. 
MEMBERSHIP. 


The following promotions in and additions to the member- 
ship of the Society have been completed since our last 
issue :—- 

ASSOCIATES TO FELLOWS. 

Carrer, JouN Grorrrey (J. G. Carter & Co.), Central 
Chambers, 15, Pride Hill, Shrewsbury, Practising 
Accountant. 

Gray, FrepericKk Dawu (Lawther, Bass & Co.), 35, Church 
Street, Coleraine, Practising Accountant. 

ASSOCIATES. 

Bost, RapHA Buusan, M.A., B.Se., B.Com., formerly 
with G. Basu & Co., Salisbury House, 3/1, Bankshall 
Street, Calcutta. 

Davies, WiLL1AM Ernest, Deputy Accountant, Bedwas 
and Machin Urban District Council, Council Offices, 
Bedwas, Mon. 

Kuuorr, CLirrorp Wiii1AM, with Clifford J. B. Andrews, 
4, Sandringham Mansions, Exeter Road, Bourne- 
mouth. 

Hexperson, Joun James, formerly with Sherwood 
Baines & Co., 115, High Street, Stockton-on-Tees. 
Hype, KENNETH, Borough Treasurer’s Department, Town 

Hall, Eastbourne. 

Pinner, Frepertck WALTER, with Kemp, Chatteris, 
Nichols, Sendell & Co., 36, Walbrook, London, E.C.4. 

Suanks, ANDREW CUNNINGHAM, with Deane & Thresher, 

_ $.A. Mutual Buildings, Hoffman Square, Bloemfontein. 

Wykes, Norman James, with John W. Hirst & Co., 

28, Queen Street, Albert Square, Manchester. 


BOMBAY ANNUAL REPORT 


The Committee have pleasure in presenting to the 
members the ninth annual report and accounts of the 
District Society for the year 1937-38. 

MEMBERSHIP. 

During the year there has been an addition of three 
new members. ‘Two members resigned during the year, 
and thus the total number of members is 49. 

: Srupy Circe. 

Itis a matter of satisfaction to report that the activities 

of the Study Circle were carried on successfully throughout 
year. During the year the Circle held 13 meetings, 
of which seven were company meetings and the rest were 

‘ome tax meetings. A large number of questions 
"ere discussed. The members who have hitherto not 


taken any part in the activities of the Circle are earnestly 
invited to attend the meetings and take part in its very 
interesting and instructive discussions. Thanks are due 
to the Hon. Secretary, Mr. R. K. Dalal, for successfully 
keeping the Study Circle running at much sacrifice of his 
time and energy. 

PROFESSIONAL. 

During the year, besides the annual general meeting, 
three general meetings of members were held for the pur- 
pose of discussing the following subjects, the first two of 
which arose out of circulars issued by the Department of 
Commerce of the Government of India :— 

(1) Revision of the List of Approved Accountants ; 

(2) Fixing a Minimum Scale of Fees to be charged by 
Registered Accountants and Restricted Certified 
Accountants ; 

(3) Election of the Indian Accountancy Board. 

In respect of the first matter, a representation was 
made to the Government of India by the Society, and 
similar representation was also made by many Registered 
Accountants (other than Incorporated Accountants) in 
Bombay. In this ‘connection the Committee also took 
the opportunity of meeting in Bombay the Secretary 
and several local members of the Indian Accountancy 
Board to discuss the subject personally. It is pleasing to 
note that as a result of the representation by our Society 
and others in this country, the question of the review of 
the List of Approved Accountants was put aside by the 
Government. 

In connection with the second matter, as a result of the 
work of a special Sub-Committee appointed for the purpose, 
the Society was able to submit a lengthy memorandum to 
the Government, together with a scale of fees recom- 
mended by them. It is understood that so far the 
Government have not taken any further steps. 

As regards the election of the Indian Accountancy 
Board, it was the unanimous opinion of the members 
present at the meeting that there should be a joint election, 
and no classification of accountants was considered 
advisable or desirable for the purpose of the election. 
The members were also unanimous in their opinion that 
any Registered Accountant should be eligible to stand for 
election and that that privilege should not be restricted to 
Approved Accountants only. 

The Society has also had occasional correspondence 
with the Central Board of Revenue on points arising out 
of the administration of income tax legislation, and with 
the Indian Accountancy Board in connection with the pro- 
fessional propriety rules, and the matters elucidated by 
the Government are invariably included in the Study 
Circle papers. 

SociaL FUNCTIONS. 

The usual social functions held during the year were 
well attended and were found to be of great service in 
bringing about valuable social contact amongst Incor- 
porated Accountants. 

Liprary. 

Some more books were purchased for the Library during 
the year. It is hoped that members will avail themselves 
of the opportunities afforded them. 


= —= 


Mr. F. G. Hall, Dip.Econ.(T.C.D.), A.S.A.A., Chief 
Accountant of the Turf and Peat Fuel Development 
Board, has been appointed accountant to the Prices 
Commission, Eire. 


Mr. J. D. Radcliffe, an Associate of the Society of 
Incorporated Accountants, has been awarded the degree 
of M.Com.Se. by Queen’s University, Belfast. He sub- 
mitted a thesis on the subject of “ Income Tax and its 
Evasion—A History of Post-War Practice.” 
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QUESTIONS IN PARLIAMENT. 
Companies Act, 1929 (Declarations of Solvency). 

Mr. H. G. Wiu1aMs asked the President of the Board of 
Trade the number of cases in which declarations as to 
solvency have been made by directors under section 230 
of the Companies Act, 1929, and the number of cases in 
which, following such declarations of solvency, the ordinary 
shareholders have not in fact been paid in full within 
twelve months of the declaration of solvency ? 

Mr. Sraniey: I regret that the information asked 
for is not available. A declaration of solvency relates 
only to the ability of the company to pay its debts and is 
not concerned with the question of the return of capital 
to its shareholders. The question of declarations of 
solvency is one of the matters which will be considered 
when the Amendment of the Companies Act, 1929, is 
under review. 

Solicitors’ Accounts Rules. 

ComMANDER Marspren asked the Attorney-General 
whether in view of the fact that the Solicitors’ Accounts 
Rules under the 1935 Act have failed to prevent defalca- 
tions, as shown by convictions of solicitors in the criminal 
courts, he will obtain a draft of the Law Society’s proposed 
amended rules for publicaticn in the Board of Trade 
Journal, so that they may be considered by Members of 
this House and by the public before adoption by the 
Society ? 

Caprain Watrernouse: My Right Hon. and Learned 
Friend is shortly receiving a deputation from the Law 
Society with regard to their proposals. He will discuss 
the question of publication, but he does not think the 
Board of Trade Journal would be the appropriate medium. 


Estate Duties (Private Companies). 

Mr. Bucuanan (for Mr. McGovern) asked the Chancellor 
of the Exchequer whether he has formed an estimate of 
the number of private companies formed by wealthy 
men and women in Great Britain during the past 
five years; the names of the families involved in this 
method of evading death duties ; whether he intends to 
initiate legislation for the purpose of preventing this form 
of evasion ; and whether he will consider introducing a 
gift tax to operate retrospectively as a method of ending 
this evasion of death duties by rich families ? 

Sir J. Stwon : I am unable to furnish the Hon. Member 
with statistics of the kind he asks for in the earlier part 
of his question. Private companies are of course formed 
for a great variety of purposes and the number registered 
annually is very considerable. I may say, however, that 
it is the practice of the Inland Revenue Department 
to examine the files of private companies with a view to 
obtaining information which, either alone or in con- 
junction with other information they are able to obtain, 
may be of assistance in connection with their administra- 
tion of the duties entrusted to them. With regard to the 
latter part of the question, I would refer the Hon. Member 
to the provisions of the Finance Act, 1930, which are being 
further strengthened by the present Finance Bill ; and I 
would add that the whole question of tax avoidance, and 
of the efficacy of the machinery for checking it, is of course 
under constant review. 


Accounting Research Association. 

At a meeting of the Committee of the Accounting 
Research Association, held on June 24th, Mr. Stanley 
W. Rowland, LL.B., F.C.A., was elected chairman of the 
Association for the current year. 


Society of Incorporated Accountants 
and Quditors. 


—— 


SOUTH AFRICAN (EASTERN) BRANCH. 


The tenth annual general meeting of the South African 
(Eastern) Branch of the Society was held at Durban on 
May 30th. Mr. N. E. O. Jones, Chairman of the Branch, 
presided. 

The Chairman moved the adoption of the report and 
accounts of the Branch for the year ended December 3ist, 
1937. He said that the Council of the Society had agreed 
to make an additional grant to the South African Branches, 
It was expected that there would also be a saving to the 
Eastern Branch from the new basis of apportionment of 
examination expenses. He then outlined the present 
position regarding proposed legislation for the registration 
of the profession in South Africa. 

The report and accounts were adopted. 


Mr. F. E. Osborn was re-elected as auditor on the 
motion of the Chairman, seconded by Mr. G. LE. Noyee. 


As there were no other nominations for election to the 
Committee, the Chairman declared that the retiring 
members—Mr. N. E. O. Jones, Mr. G. E. L. Horne and 
Mr. P. M. George—were re-elected for a further three years. 


A unanimous vote of thanks was accorded to Messrs, 
W. Murray Smith & Berend for the use of their board 
room for Committee mectings throughout the year and 
for the annual general meeting. 


The Chairman proposed that the meeting should pass 
a resolution in confirmation of the reference contained 
in the report to the valuable services of the Honorary 
Secretary, Mr. W. R. Fraser. 


The resolution was passed unanimously, and Mr. N.E.0. 
Jones was unanimously thanked for his services # 
Chairman of the Branch during the year. 


Report. 
ANNUAL ACCOUNTS. 

The balance sheet and revenue and expenditure account 
of the Branch have been open for the inspection of 
members. . 

There is an excess expenditure over revenue for the 
twelve months to December 31st, 1937, of £6 8s. 64. 
This is due largely to the amount of examination expenses 
paid by the Branch. 

At the meeting of the Advisory Council held in February, 
1938, the question of the financing of the three Branches 
in South Africa was considered. The Council of the 
Society has now agreed to make an additional grant to 
the Branches in South Africa for each of the years 1938, 
1939 and 1940. 

EXAMINATIONS. 

The usual examinations of the Society were held 
Durban in May and November, 1937. The entries and 
results were as follows: There were no entries for th 
Intermediate Examination. Twelve candidates sat for 
the Final Examination and six were successful. 


MEMBERSHIP. 


The total number of members over whom the Easter 
Committee has jurisdiction was 56 at December 3ls, 
1936. During the year under review one member W# 
transferred to another register and five new membes 
were elected. The total membership in Natal, therefor, 
at December 31st, 1937, was 60, including 21 Fellows and 
39 Associates. 
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MEMBERSHIP OF COMMITTEE. 


The following members of the Committee retire in 
terms of the Constitution of the Branch but are eligible 
and offer themselves for re-election : Mr. N. E. O. Jones, 
Mr. G. E. L. Horne, Mr. P. M. George. 


BENEVOLENT Funpb. 

At the beginning of 1937 the Honorary Secretary of 
the Branch made an appeal to all members to subscribe 
the sum of 10s. 6d. annually to the Benevolent Fund. 
The response to his appeal was not very satisfactory, 
15 members only from the Branch becoming subscribers 
to the Fund. 

As members are aware, the Benevolent Fund of the 
Society exists solely for the relief of persons who are, or 
who have been, members of the Society and the widows 
and orphans and dependents of deceased members. The 
Fund is dependent for its income on donations and 
voluntary subscriptions and income from its investments, 
and the Trustees cannot make grants in any one year to 
a greater amount than the total of the subscriptions and 
interest from investments received during the previous 
financial year. Although the annual subscriptions to the 
Benevolent Fund are remitted to London, any Incor- 
porated Accountant residing in Natal is fully eligible to 
receive a grant from the Benevolent Fund should the 
necessity arise. 

AupIrT. 

Members will be called upon to vote the remuneration 
for the past year’s audit carried out by Mr. F. E. Osborn. 
Mr. Osborn retires but is eligible and offers himself for 
re-election. 

PROPOSED LEGISLATION FOR THE ACCOUNTANCY 
PROFESSION IN SouTH AFRICA. 

The Accountancy Bill, as drafted by the Accountancy 
Commission, was again during the year the subject of 
consideration by the Committee, by the Council of the 
Society and by the Committees of the other Branches in 
South Africa. 


Honorary SECRETARY. 


The Committee desires to express its appreciation of 
the services rendered by the Honorary Secretary, Mr. 
W. R. Fraser, during the year. 


Referring to the auditors of a large company in Holland, 
“Lex” of the Financial News writes as follows :— 

“They are much more committal about asset values 
than are accountants in this country. They point to the 
existence of hidden reserves, specifying the items affected. 
They give an opinion that the book value of interests in 
subsidiaries and associate companies is conservative. 
They have assisted in the physical stocktaking, and have 
made stock tests at irregular intervals during the year. 
A sufficient amount, they say, has been written off old 
stocks, As for the subsidiaries’ stocks, the auditors have 
satisfied themselves that they agree with certified state- 
ments, and declare that ‘the existence of these stocks 
may in every respect be considered to have been estab- 
lished "an odd but pretty comprehensive phrase. 

“I have summarised these points for interest, not to 
Suggest that the accountancy profession in this country 
should be called upon to undertake the same commitments, 
But it seems quite possible to me that, in the course of a 
few years, auditors’ certificates will become more explicit 
in this country, too, although they may never rival this 
one for comprehensiveness.”” 


District Societies of Incorporated 
Accountants. 


—_——___ — 


LONDON. 


The ninth annual meeting of the London and District 
Society was held on Wednesday, June 29th, 1938. 

Mr. Arthur Collins, Chairman of the London District 
Society, took the chair and was supported by the Vice- 
Chairman, members of the Committee, and other members. 

In moving the adoption of the annual report and 
accounts, Mr. Arthur Collins addressed the members 
and outlined the activities of the past year. He said it 
was impossible in the report to express adequately the 
interest which the work of the London and District 
Society afforded, and of the spirit which animated the 
members. They had had a remarkably interesting 
session and had had particular pleasure in entertaining 
at luncheon Mr. Walter Holman, President of the Society, 
whom they not only honoured in his official capacity but 
whom they all held in high esteem and regard. They 
had had the privilege of an address from Sir Lynden 
Macassey, K.C., on “ International Commercial Arbitra- 
tion,” when Sir Lynden was entertained to dinner at 
Incorporated Accountants’ Hall, and at another meeting 
Sir Harold Bellman, M.B.E., gave his ideas on “ The 
Ethics of Accountancy.” 

The Committee had received the active support of 
some of the younger members of the Society and the 
Chairman could speak with assurance of the contribution 
they had made to the proceedings of the District Society 
and of some new suggestions which they had offered. 

Concluding his address Mr, Collins thanked his colleagues 
and the members for their support during his year of 
office, which he had much enjoyed. 

The motion for the adoption of the report and accounts 
was seconded by Mr. E. Cassleton Elliott, the Vice- 
Chairman, and was carried unanimously. 

The following members of the Committee, who had 
retired in accordance with the rules, were re-elected :— 

Mr. Arthur Collins. 

Mr. E. Cassleton Elliott. 
Mr. Edward Baldry. 
Mr. F. Martin Jenkins. 
Mr. D. Mahony. 

Mr. J. Scott-Moore. 


Mr. Cedric N. Walter, who had been appointed to fill 
an occasional vacancy, was formally elected to the 
Committee. 

Mr. C. B. Hewitt, F.S.A.A., was re-elected Hon. Auditor, 
and a vote of thanks was passed for his services to the 
Society. 

Mr. Archibald Keens proposed, and Mr. S. G. Moss 
seconded, that a cordial vote of thanks be accorded to 
Mr. Arthur Collins for his services as Chairman of the 
London and District Society, and for his conduct in the 
chair at the meeting. The motion was carried by 
acclamation and Mr. Collins made a suitable acknowledg- 
ment. 

At a meeting of the Committee held immediately after 
the annual meeting, Mr. E. Cassleton Elliott was 
unanimously elected Chairman in succession to Mr. 
Arthur Collins, and Mr. W. A. Pearman was elected 
Vice-Chairman. Mr. J. Scott-Moore was re-elected 
Honorary Treasurer, and Mr. A. A. Garrett, Secretary. 

Report. 

The Committee has pleasure in presenting its eighth 

annual report covering the year to March 3lIst, 1938. 
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Membership on this date was 2,568, as compared with 
2,437 on March 31st, 1937. 

The period covered by the report has been one of 
considerable activity, and the Committee has noted with 
satisfaction that the District Society is now receiving the 
support of a number of members who have not hitherto 
taken an active part in the Society’s work. 

The members had the pleasure of entertaining, at a 
luncheon at the Hotel Victoria, Mr. Walter Holman, 
President of the Society of Incorporated Accountants, a 
Past-Chairman. A number of guests were invited to 
meet Mr. Holman, and the Chairman, Mr. Arthur Collins, 
presided over a large company. . 

At a dinner at Incorporated Accountants’ Hall, Sir 
Lynden Macassey, K.B.E., K.C., as principal guest, 
addressed the members on International Commercial 
Arbitration, a subject upon which Sir Lynden is an 
authority. 

One other meeting was held during the session, when 
Sir Harold Bellman, M.B.E., gave a lecture on “ The 
Ethics of Accountancy from the Business Standpoint.” 
Sir Harold’s able address was heard by a large and 
appreciative audience. 

A reception and dance was held in the autumn and 
another in the spring, and as usual they proved enjoyable 
functions. 

At the conference of Incorporated Accountants held in 
Belfast in June, 1937, the London District Society was 
officially represented by four members, Mr. Edward 
Baldry, Past-Chairman, Mr. J. Scott-Moore, Honorary 
Treasurer, Mr. C. V. Best and Mr. J. M. Keyworth. 

The following members of the Committee will retire in 
accordance with the rules, but are eligible for re-election : 
Mr. Arthur Collins, Mr. E. Cassleton Elliott, Mr. Edward 
Baldry, Mr. F. Martin Jenkins, Mr. D. Mahony, Mr. J. 
Scott-Moore. 

Mr. Cedric N. Walter, F'.S.A.A., was appointed to fill a 
vacancy in August, 1937. In accordance with the rules, 
he will come up for election at the annual meeting. 


BENGAL. 

The officers and Committee elected for 1938-39 are as 
follows :—Mr. M. D. Darbari (President), Mr. G. Basu (Hon. 
Secretary), Mr. S. K. Ghosh (Hon. Treasurer), Mr. S. N. 
Mukherji (Immediate Past President), Mr. N. Sarkar, Mr. 
B. N. Basu, Mr. P. K. Ghosh, Mr. H. C. Das, Mr. N. C. 
Chakravarti, Mr. S. K. Sen and Mr. P. K. Mitra (members 
of the Committee), and S. K. Kar (Hon. Auditor). 


NOTTINGHAM, DERBY AND LINCOLN. 

Mr. J. T. Singleton’s period of office as President of 
this District Society recently terminated and Mr. Stanley 
Wallis, who recently retired from the office of Honorary 
Secretary to the Society, which he had held from 1926 to 
1938, was elected President. 

On July 20th the Members of the District Society, 
under the Chairmanship of Mr. F. A. Prior, Member of 
the Council, gave a luncheon to Mr. Singleton and Mr. 
Wallis. 

Mr. Prior referred to the dignified and able manner 
in which Mr. Singleton had fulfilled the duties of the 
Presidential office. 

The occasion served as an opportunity to make a 
presentation to Mr. Stanley Wallis of a silver ink stand. 
In making the presentation Mr. Prior referred to the fact 
that after serving articles with an Incorporated 
Accountant Mr. Wallis succeeded him as Honorary 
Secretary twelve years ago. The assiduous and unre- 
mitting attention given by Mr. Wallis to the affairs of the 


=== 


District Society was appreciated by the members ang 
by the Head Office of the Society. 

Mr. Wallis was held in high regard by his fellow membex 
and had been a very popular Secretary. 

Mr. Prior recalled with interest that Mr. Wallis hag 
made himself master of two professions as he was article 
to the accountancy profession after a period of servig 
as an officer in the Indian Army, from which he retired 
in 1923. Mr. Wallis had the distinction of being one of 
the youngest officers to hold the rank of Captain. 

Mr. Singleton and Mr. Wallis made suitable acknow. 
ledgments to the tributes which had been paid to them 
and to their work. 


SHEFFIELD. 
ANNUAL MEETING. 

The fifty-first annual general meeting of the Ineor- 
porated Accountants’ District Society of Sheflield was 
held at Sheffield on June 30th. Mr. Harry Cunningham 
presided. 

There was a large number of members and students 
present. The Secretary submitted the report and 
financial statement for the year ended March 31st, 1938, 
and the President referred to the successful Jubilee 
Celebrations held in Sheffield in September and October, 
1937. 

Mr. A. F. J. Girling, Doncaster, was appointed President, 
and Mr. C. S. Garraway, Sheflield, Vice-President. 

Mr. J. W. Richardson, 21, Fargate, Sheffield. was 
re-appointed Honorary Secretary and Treasurer and 
Mr. H. G. Toothill, Honorary Librarian. 

Mr. D. Dudley Craig, Mr. FE. Ransom Harrison and 
Mr. C. H. Wells were elected members of the Committee. 

Mr. Arnold Graves was re-appointed Honorary Auditor 
of the iety. 

Annual Report. 

The Committee has pleasure in presenting t» the 
members the following report on the work of the Society 
for the year ended March 31st, 1938. 

The outstanding event during the year was the celebra- 
tion of the Golden Jubilee of this District Society. The 
Lord Mayor of Sheffield (Councillor Mrs. A. I. Longden, 
J.P.) and the Lady Mayoress (Miss Longden) gave 4 
Civic Reception to members and their ladies, together 
with representatives from most of the District Societies, 
at the Town Hall, on September 30th, 1937. 

On the following day luncheon was provided at the 
Royal Victoria Hotel, and in the afternoon a large number 
of our members and guests availed themselves of the 
opportunity kindly provided by Firth-Brown & (0, 
Ltd., for a tour of inspection of their works, whilst others 
took part in a Golf Tournament on the Abbeydale cours. 
In the evening a banquet was held at the Royal Victona 
Hotel. The guests included Mr. Walter Holman (Pres 
dent of the Society) ; The Lord Mayor and Lady Mayoress 
of Sheffield (Councillor Mrs. A. E. Longden, J.P., and 
Miss Longden) ; The Right Honourable H. Ramsbotham, 
O.B.E., M.C., M.P. (Minister of Pensions); the Master 
and Mistress Cutler of Sheffield (Col. W. Tozer, T.D., and 
Mrs. Tozer); The Mayor and Mayoress of Rotherham 
(Ald. F. A. Barlow, J.P., and Mrs. Barlow); and the 
Vice-Chancellor of the University of Sheffield (Dr. A. W. 
Pickard Cambridge, D.Litt., LL.D., F.B.A.). 


MEETINGS. 
The following meetings were held :— 
* Insolvency,” by Mr. A. V. Hussey, A.S.A.A. . 
“The Inter-relation between Law and Comme 
by His Honour Judge Frankland. 
Students’ Dance. 
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“Cost Accounts,” by Mr. W. W. Bigg, F.C.A., F.S.A.A. 

“The International Anarchy,” by Sir Norman Angell. 

“Back Duty Cases,” by Mr. H. A. R. J. Wilson, F.C.A., 
F.S.A.A. 

“ A Bit of Money,” by Professor John Hilton. 

“Banking and Industry,” by Mr. Ernest Cornwall, 
Chief General Manager, National Provincial Bank 
Limited. 

“The Accounts of Holding Companies,” by Mr. E. 
Westby-Nunn, LL.B. 

“National Defence Contribution,” by Mr. H. A. R. J. 
Wilson, F.C.A., F.S.A.A. 

“Matters connected with the Public Issue of Capital,” 
by Mr. W. J. Back, A.S.A.A. 


The Lectures arranged for the special benefit of 
students received better support this year than in the 
previous year. It is felt that students are well advised 
to attend more regularly. For the coming session a 
series of lectures on “ Mercantile Law” has been 


The lecture by Mr. E. Westby-Nunn was held in 
Doncaster. The attendance was so satisfactory as to 
encourage the Committee to arrange further lectures in 
Doncaster next Session. 


EXAMINATIONS. 

Six students were successful in the Final examination 
during 1937, and eleven in the Intermediate. 

The Secretary attended the Conference of District 
Society Representatives in London in May, 1937, and 
the meeting at Headquarters to make the arrangements 
for the Student Lectures. 

The Student Society again arranged football matches 
with the Law Students and Chartered Accountants. 
A team played the Birmingham District Society in 
Birmingham, the result being a draw. 

The Sheffield students were afterwards entertained to 
tea by the Birmingham members. 

This District Society was represented by the President, 
Vice-President, and/or Secretary at the dinners of the 
District Societies of Birmingham, Bradford, Cumberland, 
Manchester, North Staffordshire, Nottingham and York- 
shire. 

In addition the hospitality of the following local 
Societies was accepted by this District Society : Sheflield 
District Incorporated Law Society ; Sheffield and District 
Society of Chartered Accountants ; Sheffield and District 
Branch of the Chartered Institute of Secretaries ; Sheflield 
and District Branch Cost and Works Accountants ; 
South Yorkshire Society of Architects and Surveyors. 


SOUTH WALES AND MONMOUTHSHIRE. 
Annual Report. 
The Committee presents to the members its report of 
a of the Society for the year ended March 31st, 


OBITUARY. 

It is with the deepest regret that the District Society 
records the death of one of its Past-Presidents, Mr. 
William John Bennett, F.S.A.A. Mr. Bennett, who 
Was the senior practising member in South Wales, was 
President in 1905, and up to the time of the amalgamation 
of the railway companies was chief accountant of the 
Taff Vale Railway. He subsequently practised in 
Partnership with his son, Mr. John Godfrey Bennett, 
FS.A.A., and was a valued member of the Committee 
of the District Society for over thirty years. His wide 
*xperience and seasoned judgment were of invaluable 
We to the Society in its early days, and his loss will be 
keenly felt by all its members. 


The District Society also regrets to record the death of 
one of its student members, Mr. Sydney Lewis, of Thornhill 
Road, Llanishen, who died in February last. 


MEETINGS, 

The Conference of Representatives of Branches and 
District Societies was held on May 26th, 1937, when 
various matters of interest were dealt with. Mr. Perey 
A. Hayes, who was President at the time, and Mr. Percy 
H. Walker, represented this District Society. 

The following programme of lectures was arranged by 
the District Society, in addition to those arranged by the 
two Student Societies :—- 

“Current Practice in Company Auditing,” by Mr. W. J. 
Back, A.S.A.A. 

“The Rating of Land Values,” by Mr. F, C. R. Douglas, 
M.A., L.C.C, 

* Bankruptcy Law and Deeds of Arrangement,’ by Mr. 
Westby-Nunn, B.A., LL.B. 

“The Valuation of Goodwill,” by Mr. C. A. Sales, LL.B., 
F.S.A.A. 

*“ Forecasting in Business,” by Mr. W. Bertram Nelson, 
F.S.A.A, 

* National Defence Contribution,’ by Mr. A. Stuart 
Allen, F.S.A.A, 

The best thanks of the members of the Society are 
extended to those gentlemen who so kindly contributed 
to the success of the session by the lectures they gave. 
The attendance at lectures this year averaged 47 which, 
whilst not quite up to last vear’s average, is considered 
satisfactory. 

Researcu CoMMITTEE, 

In connection with the research work being carried 
out by the Society of Incorporated Accountants, a sub- 
committee for research was set up consisting of the 
President, Mr. ©. T. Stephens; the Vice-President, 
Mr, A. B. Watts ; and Mr. Perey A, Hayes, Mr. A. Black- 
burn, Mr. Noel Cliffe, Mr. Ivor Davies, Mr. R. R. Davies, 
Mr. F. M. Forster, Mr. V. G. Fradd, Mr. J. D. R. Jones, 
Mr. W. W. Stanley, and Mr. Perey H. Walker. 

This committee has had in hand research into matters 
connected with the audits of private limited companies 
and in particular the following items :-— 


1. To what extent can the directors of a private limited 
company restrict the scope of the audit in view of 
the ruling in the case of Pendlebury’s Limited v, Ellis 
Green & Co, ? 

2. The question of the responsibility of an Auditor in 
relation to third parties. 

3. The method of verification of the properties and 
investments as appearing in the company’s balance 
sheet where those assets are not held in the name 
of the company. 

4. Minutes: Their value as evidence, 

Various members of the Committee have prepared 
written memoranda on these points, which have been 
discussed by the sub-committee and in due course will 
be referred to the Committee of the District Society. 

I.XAMINATIONS, 

Fourteen students of the District Society passed the 
Final examination held at Cardiff, and cight passed 
the Intermediate, Mr. A. E. Gilbert being awarded the 
Second Place Certiticate. There were also four successful 
Preliminary candidates. 


ANNUAL DINNER. 
The annual dinner of the District Society was held at 
the Park Hotel, Cardiff, on March 11th, the chair being 
taken by the President, Mr. C. T. Stephens. 
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Bew.rast CONFERENCE, 

A Conference of the Parent Society was held at Belfast 
in June, 1937. This Society was represented by its 
President and Secretary, and other members of the 
District Society who also attended were Mr. R. Wilson 
Bartlett, Mr. F. J. Alban, Mr. V. F. Alban, and Mr. R. J. 
Alban. 

PANEL OF PROFESSIONAL LECTURERS, 

The Panel of Professional Lecturers set up in 1936 has 
worked very satisfactorily. Four of the lectures delivered 
to this District Society were drawn from the Panel, whilst 
the members of this District Society who had been placed 
on the panel were called upon to lecture to a number of 
District Societies. : 

Gor. 

The thirteenth spring golf meeting was held, by kind 
permission of the Club, at the Southerndown Golf Club 
on June 15th, 1937. The weather conditions were very 
good indeed and the attendance was the best for several 
years past. 

Excellent weather and a good attendance of members 
and visitors were features of the autumn meeting held 
at the Pyle and Kenfig Golf Club, Mr. W. J. Pallot, 
F.S.A.A., Captain of the Golfing Society, presided at 
the distribution of prizes and expressed the thanks of 
those present to Col. Rh. C. L. Thomas, F.S.A.A., for 
presenting a handsome trophy for annual competition 
between teams representing the Inland Revenue (Taxes) 
and the Incorporated Accountants’ Golfing Society. 
Mr. J. W. Hall, 11.M. Inspector of Taxes, Cardiff District, 
supported the vote of thanks. A keen struggle resulted 
in the Incorporated Accountants’ Society winning the 
trophy for the first time by one stroke after a tie on 
matches played. In accordance with the condition of 
play the trophy will be held until the next match by 
Mr. Erie J. Davies and Mr. W. J. Pallot, who returned 
the best card for the winning team. 


Cardiff Students’ Section. 


ANNUAL MEETING. 

The annual general meeting of the Cardiff Students, 
held on May 19th, 1938, was presided over by Mr. Ivor 
Davies, A.S.A.A., who was supported by a good attendance 
of members. 

The officers elected for the year 1938-39 were: 
Chairman, Mr. D. R. Carston, A.S.A.A.; Vice-Chairman, 
Mr. W. E. Thomas ; Hon. Secretary, Mr. J. Alun Evans ; 
Librarians, Mr. G. E. Davies and Mr. R. J. Alban ; Sports 
Secretaries, Mr. D. Lloyd-Jones and Mr. B. R. Willis ; 
Committee—Mr. R. J. Alban, Mr. G. E. Davies, Mr. V. G. 
Fradd, Mr. T. Haslam, Mr. W. R. Matthews, Mr. J. 
Mears, Mr. A. G. Pallot. 


Report. 
LecrurES AND MEETINGS. 
The following is a list of meetings of the Cardiff Students’ 

Section during the year :— 

Opening Address by the President of the District Society, 
Mr. C, T. Stephens, F.S.A.A. (Joint meeting with 
Newport Students’ Society.) 

“A Practical Talk on Insolvency,” by Mr. J. Wallace 
Williams, F.S.A.A. 

Discussion on Errors and Mistakes Papers. 

“ Topic ” meeting. 

“Partnership Dissolution Accounts,” by Mr. K. V. 
Stephens, B.A., A.S.A.A. 

* Talk on General Legal Matters,” by Mr. Elfyn Davies, 
Solicitor. 

Discussion of Examination Questions. 

The session was of an experimental nature. The 
alterations made included the temporary discontinuance 


of the Prize Essay scheme, resulting in a reduction jp 
the number of meetings, the introduction of teas before 
meetings, and the holding of Saturday morning meetings, 
The result is almost a complete restoration to the 
unequalled record (an average attendance of 29 per 
meeting) of the year 1934-35. 

In attaining this success the students are, of course, 
deeply grateful to their Chairman, but we are not un- 
mindful of the helpful advice tendered by a sub-committee 
of the District Society. 

The excellent third production of ‘“ Internal Check” 
this time under the Editorship of Mr. Vernon G. Fradd 
(to whom we are much indebted), contains detailed reports 
of lectures and meetings up to the date of publication, 
Subsequent meetings not reported, both highly successful, 
were a talk on general legal matters by Mr. Elfyn Davies, 
Solicitor, Cardiff, and a discussion of examination 
questions. 

We are indebted to the lecturers who were good enough 
to give the students the benefit of their long and wide 
experience in the particular subjects upon which they 
spoke. 

Liprary. 

Mr. G. E. Davies has kindly carried out the duties of 
Librarian for the second successive year and we are grateful 
to him for the efficiency and promptitude with which 
he has performed his duties. 

The library continues to be well used, 169 volumes 
being issued during 1937, but is still only made use of by 
a small proportion of the total number of members. 
The advantage to be derived from the regular use of the 
library is considerable, and it is hoped that more members 
will avail themselves of its facilities in the future, both for 
borrowing and for reference purposes. 

SoctaL FUNCTIONS. 

The annual dance, held in the Whitehall Rooms, on 
December 8th, 1987, again proved a highly successful 
event. The attendance was better than in recent years. 

The Cardiff students were privileged to make a tour 
of the Cardiff (Grangetown) works of the Cardiff Gas 
Light and Coke Co., on the evening of April 13th. It was 
an extremely interesting and instructive tour. 

Sports activities included a tennis match with the 
Barry Lawn Tennis Club, and cricket and association 
football matches with the Chartered Accountants’ 
Students’ Society. 

Newport Students’ Section. 
LECTURES. 

Three lectures were held during the session. The first 
took the form of a general talk by the District Society 
President (Mr. C. T. Stephens) to the Cardiff and Newport 
Students at Cardiff. Mr. Stephens dealt with the Parent 
Society, Students’ Sections, examinations and research 
work. This meeting was well attended by the Newport 
students. The other two lectures were “ Internal Check 
and Mechanical Accounting,” by Mr. A. C. Fisher, A.C.LS., 
and “The Share Transfer Department,” by Mr. A. 
Blackburn, A.S.A.A, 


Prize Essay SCHEME. y 
The Prize Essay scheme was not so well supported this 
year, only three papers being given. A very su 
meeting was held on a Saturday morning. Attendances 
generally showed a falling off as compared with last 
session, mainly owing to a dearth of new students. It 
is considered that the students do not take full advantage 
of the opportunities given, as these meetings can be of 
real use in connection with their examinations. 
LIBRARY. ‘ 
Considerable use has been made of the Newport Library 
during the session, the number of books borrowed being 
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twice as many as last year. Several new volumes have 
been added during the year, and have since been in fair 
demand. Mr. O. Honywood has continued to carry on 
the duties of Librarian. 

ANNUAL OUTING. 

A number of students visited the H.M.V. Company’s 
works at Hayes, and through the courtesy of the officials 
were given an interesting demonstration of the Company’s 
machine accounting and statistical work. 


ANNUAL DANCE. 

The annual dance, held on January 14th, 1938, was 
again a great success. A new departure this year was a 
dinner held concurrently with the dance. This proved 
to be a successful innovation. 


Visir ro Works. 
In January of this year a party of students and seniors 
paid a visit to the Sheet Roller Works and the Laboratory 
of John Lysaght, Ltd. This proved to be most interesting. 


WEST OF ENGLAND. 
ANNUAL MEETING. 

The annual meeting of the West of England District 
Society was held at the Royal Hotel, Bristol, on July 18th. 

Mr. F. A. Webber (President) presided over a fair 
attendance. 

The retiring members of the Committee, Mr. C. W. Clark 
and Mr. F. A. Webber, were re-appointed, and Mr. Ivor 
Ray was clected to fill the place of the late Mr. G. J. 
Barron Curtis. Mr. R. F. Emmerson was _ re-elected 
Auditor. 

At a meeting of the Committee, subsequently held, the 
following officers were appointed for the ensuing year : 
President, Mr. F. A. Webber (Bristol) ; Vice-President, 
Mr. H. O. Johnson (Bath) ; and Assistant Hon. Secretary, 
Mr. F. P. L.. Roberts. 


Incorporated Accountants’ Golfing Society. 

The match against the Scottish Chartered Accountants 
in London was held at Sandy Lodge on June 23rd last and 
resulted in a win for the Scottish Chartered Accountants 
by 9 matches to 6. 

The Summer Meeting of the Incorporated Accountants’ 
Golfing Society was held at Littlestone on July 16th and 
17th. The members and friends taking part had a 
very enjoyable week-end. 

The results of the various competitions were as follows. 
On Saturday morning the 18 hole medal was won by 
Mr. A. R. Baker (88—10=78), the runner-up being Mr. 
E.R. Inge (86—6=80). In the afternoon a four-ball 
bogey competition was held and was won by Mr. B. 
L. Clarke-Lens and Mr. S. K. Foster with 6 up on bogey. 


_The Sunday morning medal competition resulted in a 
tie between Mr. A. R. Baker (86—10=76) and Mr. H. 
Townsend (86—10=76). The prize went to Mr. A. R. 
Baker, who had the best score for the last nine holes. 


Mr. Robert Bell, F.S.A.A., a member of the Belfast 
and District Society of Incorporated Accountants, has 
been appointed by the Minister of Commerce to be a 
member of the Committee to deal with the tourist trade 
in Northern Ireland. 

The Committee is to consider existing facilities for 
tourists and to make recommendations for improvements. 


Mr. John Dunlop Imrie, City Chamberlain of Edinburgh 
and a Fellow of the Society of Incorporated Accountants, 
been elected to the Presidency of the Institute of 

pal Treasurers and Accountants. 


Changes and Removals. 


Messrs. E. G. Bourne & Son, Incorporated Accountants, 
of Terminus Chambers, 6, Holborn Viaduct, E.C.1, have 
taken over the practice of Mr. R. E. Tyrrell. The new 
practice will be carried on at Bank Chambers, 103, 
Streatham Hill, S.W.2, under the style of KE. G. Bourne 
and Son. 


Messrs. Compton & Horne, Incorporated Accountants, 
Colonial Mutual Life Building, West Street, Durban, 
announce that they have admitted into partnership Mr. 
Colin Ivor Mun-Gavin, A.S.A.A. There will be no change 
in the name or address of the firm. 


Messrs. Palmer & Kent, Incorporated Accountants, 
Transvaal Goldfields Building, 6, Fraser Street, Johannes- 
burg, advise that they will in future practise under the 
style of A.L. Palmer, Walker & Co. 


Messrs. Spicer & Pegler, Chartered Accountants, 19, 
Fenchurch Street, London, E.C.3, announce that owing 
to ili-health Mr. E. C. Pegler has retired from the firm. 
The style of the firm will remain unchanged. 


Mr. W. H. Sands, Incorporated Accountant, has com- 
menced public practice at Victoria Chambers, South 
Parade, Leeds, 1. 


Messrs. Stanley Scotter & Co., IncorporatedAccountants, 
have removed their oflices to 2, Story Street, Hull. 


Messrs. Deloitte, Plender, Griffiths, Annan & Co., 
announce that they have removed their Salisbury (Southern 
Rhodesia) office to 15/19, Mutual Buildings, Second 
Srtect. 

Mr. H. G. Liversidge has taken into partnership 
Mr. Albert Arthur. The practice will be carried on under 
the style of H. G. Liversidge & Co., Incorporated 
Accountants, at Imperial Buildings, Rotherham. 


Mr. F. 'T. Goodliff, Incorporated Accountant, has 
removed his oflices to 24, Gloucester Place, Brighton. 


Scottish | RNotes. 


FROM OUR CORRESPONDENT. 


Oxford Course. 

The Scottish Branch was represented at the Oxford 
post-graduate Course last month by Mr. Thomas Butchart, 
A.S.A.A., Edinburgh, and Mr. J. Hawthorne Paterson, 
F.S.A.A., Hon. Secretary of the Glasgow Incorporated 
Accountant’s Students’ Society. 


Common Good Revenues—Income Tax. 

A case involving the question whether the burgh of 
Ayr was chargeable to income tax on the excess cach 
year of the interest paid on loans on their taxed income 
available to satisfy such interest without taking into 
account any part of the revenue of the common good, 
was disposed of on 15th ultimo by the First Division of 
the Court of Session in an Exchequer cause at the instance 
of the Commissioners of Inland Revenue against the 
burgh of Ayr. Certain loans had been raised in the burgh 
of Ayr for common good purposes. All other loans were 
chargeable for the rating fund purposes of the burgh. 
Although rating funds could not be used for certain 
Common Good purposes, the Common Good could be 
wholly used in support of the rating funds. 

The appellants (the Inland Revenue) maintained that 
as the respondents (the burgh of Ayr) had stated their 
accounts year by year in statutory form, and these had 
been duly audited, there was a finality about them which 
prevented any restatement of the figures so as to show 
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the assistance which the Common Good could give in each 
year to the rating fund. 

The Division answered the first question in the negative, 
being of opinion that, if the respondents could restate 
their accounts so as to show figures which might have 
been legitimately transferred from the Common Good to 
the rating fund, they were entitled to follow that course. 

The second question in the stated case relating to what 
sum could be taken into account, put forward as alterna- 
tives either the surplus taxed income in the Common 
Good account of the actual surplus income in that account. 
The Division reached the conclusion that they would 
require to consider the conercte case in figures applicable 
to cach year before coming to a conclusion as to whether 
any particular adjustment of figures proposed by the 
respondents was legitimate. All that could be done so 
far as this case was concerned was to answer the first 
question in the negative. 


Sur-Tax-—Additional Assessment. 

Last month the First Division of the Court of Session 
disposed of an Exchequer case submitting to review a 
decision of the Commissioners for the Special, Purposes of 
the Income Tax Acts finding the Trustees of Mr. Charles 
MacKinlay, a Perthshire whisky merchant, liable for 
an additional assessment to sur-tax made upon them on 
the sum £7,454 for the year ending April Sth, 1935. 
The question raised was whether the Special Commissioners, 
having made their decision, were entitled afterwards 
to alter it. Mr. MacKinlay, who was a partner in a firm 
of distillers in Leith, died on December 8th, 1934. His 
interest in the business was 35/60ths. In March, 1935, 
the solicitors for his trustees made a return to the Special 
Commissioners of Mr. MacKinlay’s total income amounting 
to £11,097, of which £6,692 represented his share of the 
profits of the firm. In November, 1935, in reply to 
letters by the solicitors, the Special Commissioners 
wrote that the capital sum which became payable under 
the partnership agreement to his representatives did not 
form part of his total income assessable to sur-tax for 
that year. 

The assessment to sur-tax was thereupon made on the 
trustees on a basis which brought out the total liability 
to sur-tax on the sum of £4,307, and sur-tax on this 
sum—namely, £222 10s. 7d.—was duly paid by the 
trustees in June, 1986. On December 16th, 1937, the 
trustees received a letter from the Special Commissioners 
stating that it was proposed to include in the computation 
of Mr. MacKinlay’s total income for sur-tax purposes 
for the year ending April 5th, 1935, the sum of £7,479, 
representing his share of income from the partnership. 
Following on that letter the additional assessment 
appealed against by the trustees was made. 

The Division dismissed the appeal, and found the Crown 
entitled to expenses, holding that under the Income Tax 
— the Special Commissioners were entitled to alter their 

lecision. 


Notes on Legal Cases. 


BILL OF EXCHANGE. 
Hibernian Bank Limited v. Gysin & Hanson. 
Bill not negotiable. 

A bill of exchange stated : ‘‘ Three months after date 
pay against this first of exchange to the order of .... 
only, the sum of five hundred pounds effective value 
received.”’ It was crossed * not negotiable.” 

It was held that the bill was not negotiable, and the 
contention that a bill of exchange payable to order can 
never be not negotiable could not be upheld. 

(K.B. ; (1938) 54 T.L.R., 780.) 


EXECUTORSHIP LAW AND TRUSTS. 
In re Turner (Deceased). 
Debt owed to Company. 
A testator, who owned the bulk of the capital of a 
private company, was indebted to the company at the 


time of his death, his executors subsequently paying off 
the debt. By his will the testator specifically bequeathed 
a number of shares in the company to his wife. By the 
Articles of Association the shares were at the time of the 
testator’s death subject to a paramount lien in favour 
of the company. 

It was held that, having regard to sect. 35 of the 
Administration of Estates Act, 1925, the wife, in respect 
of the shares left to her, was primarily liable as between 
herself and the residuary legatees to discharge a pro- 
portionate amount of the moneys owing to the company 
at the time of the testator’s death. 

(Ch. ; (1938) 54 T.L.R., 697.) 


In re Harward (Deceased); Newton v. Bankes. 
Absolute Gift of Share of Residue. 

A testatrix by her will gave £5,000 to each of her two 
sisters named, and also to her daughter G. By a codicil 
thereto she directed her trustees to retain and invest the 
legacy for her daughter, and to pay the income to her 
during her life without power of anticipation, and after 
her death to hold the capital and income in trust for the 
persons who would on the death of her daughter be the 
statutory next-of-kin of the testatrix under the Adminis- 
tration of Estates Act, 1925, as if she (the testatrix) had 
died possessed thereof intestate and without having been 
married. The daughter predeceased the testatrix. 

It was held that the legacy to G. did not lapse, but was 
held on the trusts of the codicil for the next-of-kin of the 
testatrix. 

(Ch. ; (1938) 54 T.L.R., 784.) 


INSOLVENCY. 


In re a Debtor (No. 21 of 1937). 
Judgment Debt against Married Woman. 

A creditor obtained against a debtor (a married woman) 
judgment for £73 5s. for goods supplied, but nothing was 

id under the judgment. The creditor then issued a 

ankruptcy notice, but the debtor neither complied 
with the order for payment contained in the notice 
nor disputed its validity. Thereupon the creditor 
presented a bankruptcy petition against the debtor 
which the Registrar of the county court dismissed on 
the ground that £5 5s., part of the total debt, was incurred 
before August 3rd, 1935, the date when the Law Reform 
(Married Women and Tortfeasors) Act, 1935, came into 
force, and that the judgment was inseparable and 
indivisible. 

It was held that the Court was entitled to go behind 
the judgment to ascertain if there was a debt of £50 or 
over incurred since the Act came into force, that there 
was such a debt, and that a receiving order should have 
been made. Under the order the trustee in bankruptcy 
would be bound, by the provisions of sect. 4 (1) (e) of 
the Act of 1935, to refuse to admit to proof such part 
of the judgment as related to the debt incurred before 
August 2nd, 1935. 

(Ch. ; (1938) 54 L.T.R., 706.) 


In re a Debtor (No. 18 of 1937). 
Moneylending Transaction. 

The security for a loan from a moneylender consisted 
of two promissory notes, but the memorandum of the 
contract signed by the borrower stated that the security 
was ‘a promissory note.”” The borrower only made one 
payment of the instalments payable under the promissory 
notes and more than £50 of the debt remained unpé 
The moneylender, having obtained judgment a 
the borrower, served him with a bankruptcy notice a! 
later, presented a petition against him, on which a receiving 
order was made. alk 

It was held, in allowing an appeal against the receiving 
order, that the memorandum did not * contain all 
terms of the contract ” as required by sect. 6 (2) of the 
Moneylenders Act, 1927; that it was not, therefore, 
compliance with the Act ; and the petition should hav’ 
been dismissed. 

(Ch. ; (1938) 54 T.L.R., 844.) 
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